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EXEOJnVE  SUTfABY 


Uiis  report  primarily  fcxxises  on  Part  B  physicians'  services  viiich 
acxxxmt  for  about  60  percent  of  Part  B  services.    To  si:Q3port  the 
prociuction  of  this  report,  the  Department  analyzed  national  trends  in 
totcil  caioMed  charges  for  physician  services,  consulted  vdth  nationally 
recognized  health  research  experts,  and  ccnmissioned  four  extranural 
research  studies.    The  report  provides  background  infornation  on  volume 
and  intensity  (VI)  issues,  including  a  discussion  of  factors  contributing 
to  physician  expenditure  growth  (Chapter  1) ,  presents  trends  in  VI  growth 
and  revieMs  the  research  ocnnissioned  by  the  Departanent  to  analyze  VI 
related  issues  (Chapter  2) ,  reviews  Medicare's  and  private  payers' 
experiences  with  VI  control  methods  (Chapter  3) ,  difimssoc  optioi^  for 
protecting  beneficiaries  and  the  Medicare  program  from  the  iinpact  of  VI 
(Chapter  4) ,  and  concludes  with  a  discussion  of  possible  inpacts  of  a 
resource-based  Relative  Value  Scale  (RERVS)  on  VI  (Chapter  5) . 

Background.    In  FY  1990,  Medicare  expenditures  for  physicians'  services 
will  exceed  $25  billion.    E>^)enditures  for  physicians'  services  are  the 
second  largest  conponent  (eifter  ho^iteds)  of  Medicare  spending  and  the 
third  largest  Federal  domestic  program.    Over  the  past  10  years 
(1978-1987) ,  Medicare  physicians'  expenditures  have  increased  at  annuad 
oonpound  rates  of  16  percent.    Over  the  next  10  years,  even  without  any 
program  e9q)ansions.  Medicare  ^lending  for  physicians'  services  will  likely 
triple.    About  the  year  2005,  toted  Medicare  spending  is  expected  to 
exceed  spending  on  Social  Security,  in  part,  because  of  the  rapid  increase 
in  physician  spending.    This  will  make  Medicare  the  country's  largest 
entitlenent  program. 

About  15  percent  of  the  increase  in  physician  spending  during  the  past 
10  years  was  due  to  an  increase  in  the  nuoober  of  beneficiaries  vto  have 
increeised  at  about  2  percent  a  year.    About  40  percent  was  due  to 
increases  in  payments  per  service,  v^ch  are  largely  the  result  of 
adjustments  far  inflation.    About  45  percent  of  the  growth  resulted  frcm 
"residual "  Vl-related  factors,  including  growth  in  the  nuni3er  of  services 
(including  those  fincn  new  services  and  technology) ,  and  shifts  frcm  less 
expeansiwe  to  more  expereive  services  (greater  intensity) .  (See  Table  1.) 

Forces  driving  the  growth  in  VI.    VI  includes  all  factars  contributing  to 
physician  eaqiendituze  increases  other  than  changes  in  payments  for 
individual  services  and  in  the  covered  population.    The  most  inportant 
aspect  of  Medicare's  physician  payment  systan  is  that  it  gives  physicians 
and  beneficiaries  little  or  no  incentive  to  control  VI  of  services. 

Ideally,  a  full  explanation  of  factors  responsible  for  I^urt  B  grcK^ 
would  be  developed  from  a  full  clinical  and  econcnic  model  of  physician 
and  patient  behavior  that  incorporates  all  cliniczd  and  economic 
incentives  inherent  in  the  payment  practices  of  all  third  party  payers. 
Oonsidering  the  many  variables  determining  the  physician  services  martet, 
it  is  not  reedistic  to  expect  that  a  model  can  be  developed  that  can 
attribute  recent  changes  in  physician  e>^)enditures  to  specific  factors. 
Problems  in  developing  a  full  mcxiel  are  conpounded  by  inadequate  data  and 
data  measurement  problems,  mil ti pie  sinultaneous  changes  in  the  Medicare 
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program,  tectmological  advances,  and  the  interactive  effects  of  Medicare 
and  other  third  party  payers. 

Nevertheless,  a  nunber  of  major  Vl-related  factors  can  be  identified 
that  either  effect  physician  willingness  to  simply  services  or  eiffect 
beneficiary  demand  for  these  services.    Among  the  factors  driving  VI 
grcwth  are:  (1)  payment  incentives,  (2)  technology,  (3)  physician 
willingness  to  provide  services,  and  (4)  factors  related  to  beneficiary 
demand  for  services. 

Payment  mechanisms  have  ccaitributed  to  VI  growth  because: 

—  Medicare  still  pays  for  most  services  throng  traditional 
fee-for-servioe  arrangements  in  vdiich  a  separate  payment  is  made 
for  each  service  rendered  by  the  physician.    Cleeirly  this 
arrangement  provides  few  incentives  for  efficiency  and  may 
actually  encourage  the  overprovision  of  services. 

—  Itiysicians  have  ocnsiderable  discretion  as  to  how  they  define  and 
report  services  they  provide.    Diey  mi^t  assign  more 
regoDunerative  codes  to  services  for  \^ch  they  formerly  aissigned 
less  resBunerative  codes  ("i:?)coding")  or  they  mi^it  bill 
separately  for  services  for  vdiich  they  formerly  billed  under  a 
single  code  ('*unbundling*') . 

—  Ihe  current  payment  system  contains  no  incentives  to  encourage 
physicians  to  reduce  charges  for  procedures  to  reflect 
technological  inproveroents,  increased  experience,  and  other 

f actors  that  mi^t  lower  production  costs. 

—  Medicare  often  pays  more  to  qaecialists  than  non^seciadists  for 
simileu:  services,  and  ^^eciadists  represent  a  grcwing  fraction  of 
Medicare  providers. 

Technology  has  contributed  to  VI  grcwth  because: 

—  New  services  and  treatment  methods  have  emerged.    Msmy  of  the 
procedures  that  aooounted  for  recent  growth  in  physician 
expenditures  were  either  rarely  performed  or  unkncMn  whm  the 
Medicare  piogiam  was  legislated. 

—  De^ite  research  on  the  effectiveness  of  services  for  certain 
specified  ocnditicns,  there  is  little  research  base  for 
determining  whether  procedures  are  effective  in  many  of  the 
circumstances  in  vMch  they  are  used. 

Physicians'  willingness  to  provide  services  has  contributed  to  VI 
growth  because; 

—  Ihere  are  more  physicians  per  100,000  of  population  ard  more  of 
those  physicians  are  trained  in  the  ^aecialties  that  provide  the 
costly  hi^  technology  services. 
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—  Uie  technology  to  provide  services  that  ^ipear  useful  to  patients 
has  expanded. 

—  Hie  risk  of  malpractice  suits  may  encourage  physicians  to  provide 
services  for  "defensive"  reasons. 

Patients  may  be  more  willing  to  receive  services  because; 

—  Services  have  beccroe  available  for  conditions  that  were 
untreatable  20  years  ago  (e.g. ,  coronary  artery  bypass  grafts, 
toteil  joint  replaceinent) . 

—  Ihe  inconvenience  and  risk  of  many  services  has  dropped 
dramaticcdly  (e.g.,  antiulatory  surgery,  decreased  operative 
times) . 

—  Medigc^  coverage  has,  alcaig  with  Medicaid  coverage  of  many 
Medicctre  beneficiciries,  eliminated  seme  or  all  coinsurance  costs 
for  about  80  percent  of  beneficiauries;  the  growth  in  acceptance 
of  cissignment  hcus  reduced  the  cost  of  balance  billing.    As  a 
result,  many  beneficiaries  have  no  or  minimal  out-of-pocket  cost 
for  any  covered  mediccd  service. 

Research  in  support  of  tiiis  report.    Ccaisidering  all  the  important  factors 
affecting  VI  that  have  occurred  almost  sinultaneously,  it  is  difficult  to 
separate  and  measure  their  relative  influence.    The  Department  made  an 
extensive  effort  to  gsdn  more  information  about  VI  issues  and  to  respond 
to  the  congressional  mandate.    National  trends  in  total  allowed  charges 
for  physicians'  services  were  examined  by  Health  Care  Financing 
Administration  (HCFA)  staff  using  national  Part  B  data  files.  The 
D^>artment  consulted  with  nationally  recognized  health  research  experts 
and  ccnmissioned  four  extramural  research  studies  to  provide  data  an 
geographic  variation  in  ^{pOTditure  growth  and  to  perform  a  wide  variety 
of  Vl-related  anedyses.    Seme  of  the  highli^ts  frcm  these  ancilyses  are 
sumnarized  belcw. 

Findings.    During  the  5-year  time  period  frcm  1982  thrcu^  1987,  total 
allowed  charges*''  for  physicians'  services  grew  frcm  $15.1  billion  to 
$26.6  billion,  an  $11.5  billion  increase  (76  percent).    By  type  of 
service,  the  increases  in  total  allowed  charges  between  1982  and  1987  were 
as  follows: 

o      Surgical  related  services,  including  surgery, 

assistant-at-surgery  and  anesthesia,  increased  by  85  percent  and 
accounted  for  42  percent  of  the  overall  increase  in  esqienditures 
for  physicians'  services. 

o      Medical  care,  primarily  physicians'  visits,  increased  by  52 
percent  and  accounted  for  an  additional  27  percent  of  the 
increase. 


^Allowed  charges  include  Fart  B  trust  fund  expenditures, 
beneficiary  deductibles,  and  coinsurance. 
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o      Consultations  increased  by  127  percent  and  acscxjunted  for  6 
percent  of  the  overall  growth. 


o      Diagnostic  radiology  services  increased  by  133  percent  and 

accounted  for  12  percent  of  total  growth.  Hierapeutic  radiology 
services  increased  by  109  percent  and  accounted  for  2  percent  of 
overall  growth. 

o      Clinical  lab  services  increased  by  84  percent,  accounting  for  11 
percent  of  overall  growth. 


Allcwsd  charges  for  physicians'  services  in  inpatient  settir^ 
increased  by  27  percent  between  1982  and  1987,  with  the  largest  increase 
occurring  between  1986  and  1987  (an  11  percent  increase) .    The  increase  in 
alleged  charges  for  physicians'  services  in  inpatient  settings  is  even 
more  striking  because  it  occurred  during  a  period  that  Medicare  ho^ital 
admissions  and  days  decreased.    Notably,  Medicare  physician  edlowed 
charges  per  inpatient  admission  increased  by  10.6  percent  between  1986  and 
1987. 

Because  Medicare  allowed  charges  for  physicians'  services  increased  by 
larger  amounts  in  other  settings,  the  share  of  i^iending  on  an  inpatient 
basis  went  from  62  percent  in  1982  to  45  percent  in  1987.    In  contrast, 
the  outpatient  department  went  frcm  5  percent  to  16  percent  of  total 
allcv^  cheurges  for  physicians'  services  during  this  period.    Vftiile  this 
shift  occurred  because  esqienditures  for  physicians'  services  in  outpatient 
settings  increased  more  than  five-fold,  the  very  re^id  year-to-year 
changes  occurred  before  1986. 

Three  of  the  studies  undertaJcen  with  funding  by  the  Depeu^ment  provide 
data  for  selected  geogrs^iiic  areas.    Ihe  Center  for  Health  Eccncndcs 
Research  (CHER,  1988)  reported  that  during  the  period  1983-1986  for  the 
four  States  it  studied  (Alabama,  Connecticut,  Washington,  cind  Wisocaisin) , 
expenditure  increases  per  beneficiary  varied  from  13.6  percent  in 
Wisccaisin  to  46.4  percent  in  Washington  State. 

MEmdex,  Inc. ,  (1988)  analyzed  ^lending  for  physicians'  services  in 
Indiana,  Washington,  South  Carolina,  South  Dakota,  and  North  Dakota  frcm 
1983  to  1985..  Mandex  found  that  the  aggregate  expend it> ire  grcMth  ranged 
frcm  an  increase  of  10.5  percent  in  North  Dakota  to  a  high  of  27.3  percent 
in  South  Carolina  over  the  2-year  period. 

The  Urban  Institute  (1988)  examined  expenditure  grwth  between  1983 
and  1985  by  region  using  a  5  percent  national  sanple  of  boief  iciary  claims 
from  two  different  data  sources.    Ihe  Urban  Institute  r^rted  that,  in 
general,  the  New  England  and  Middle  Atlantic  States,  as  well  as  the 
Mduntcdn  region,  held  the  fastest  grcwth  rate  in  Medicare  expenditures 
(19.1  percent,  18.8  percent,  21  percent,  respectively)  v*iereas  the  East 
North  Central  (11.5  percent)  and  Pacific  (10.2  percent)  regions  had  the 
slowest  growth  rates  for  the  2-year  period. 
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AHLticnal  descxiptive  data  froai  these  studies  provide  iii|x>rtant  clues 
as  to  types  and  places  of  service  that  have  experienced  the  most  growth 
and  factors  that  drive  eaqyintiitiire  growth  for  individual  procedures. 
De^ite  differences  in  methodology  and  data  sources,  these  studies  show 
that  there  hcis  be^  dramatic  growth  in  aiibulatory  surgery,  e^scicLLly  for 
cataract  surgery  and  procedures  such  as  colGnoscopies.    This  suggests  that 
technological  develGponaits  (e.g. ,  flexible  scopes  and  the  esctracapsular 
technique  for  cataract  surgery)  are  an  iiiportant  factor  affecting  growth. 
These  studies  also  indicate  that  there  has  been  seme  upcoding  of  visits 
v^ch  appears  to  vary  in  amount  across  States. 

Experience  with  VI  coaitrol  strategies.    Ihe  report  2G.so  discusses  the 
e}q)eriences  of  Medicare,  Medicaid,  private  insurers,  and  Canada  with 
volume  control  strategies  for  physician  services.    Ihe  Medicare  program 
and  the  carriers  conduct  medical  review,  on  either  a  prepayment  or  a 
postpayment  basis,  to  assure  that  payment  will  only  be  made  for  itans  and 
services  that  are  reasonable  and  necessary.    HCFA  currently  mandates  13 
pr^ayment  screens  that  must  be  utilized  hy  all  carriers.    During  FY  1989, 
carriers  spent  about  $56  millicai  to  cmduct  prepayment  review  on  about  57 
million  cl2Lims.    According  to  data  from  the  Quarterly  Carrier  Medical 
Review  Report,  pr^ayment  review  provides  approximately  $10  in  program 
cost  savings  for  each  administrative  dollar  spent  in  si^jport  of  the 
program. 

Postpayment  review  is  conducted  by  the  carriers  at  the  individual 
provider  level.    Gsunriers  select  individual  providers  (about  20,000  in 
FY  1988)  for  intensified  review  thrcu^  a  variety  of  techniques  such  as 
reviewing  practice  patterns  for  hi^  volume  procedures. 

During  FY  1988,  HCFA  ^3ent  about  $14  million  on  postpaymart  review. 
Using  current  techniques  that  measure  only  actual  san^ings,  carrier 
quarterly  reports  indicate  that  postpayment  review  saves  $1-2  in  program 
dollars  for  each  administrative  dolleu:  expended,    Postpayment  review  can 
provide  significant  but  unmeasured  additional  savings  throu^  avoided 
costs,  such  as  thrcu^  a  sentinel  and  educationcil  effect  in  the  physician 
connunity  that  helps  reduce  inc^ropriate  billings. 

Many  State  Medicaid  programs  have  adopted  managed  care  initiatives  as 
authorized  by  the  Cnnibus  Budget  Reconciliation  Act  (OERA)  of  1981. 
Managed  care  is  perceived  by  these  States  as  an  ciltemative  to  the  control 
of  utilization  and  esqjenditures  throu^  limitations  on  eligibility  or 
payment. 

A  review  of  private  payer  VI  initiatives  was  edso  conducted.  Results 
from  a  survey  of  111  ccnmercial  health  insurance  carriers  that  are  meaitoers 
of  the  Health  Insurance  Association  of  America,  representing  132  different 
health  insurance  plans,  indicate  that  these  private  carriers  continue  to 
pay  primarily  for  services  using  traditional  fee-for-service  methods;  111 
of  the  120  plans  responding  to  the  survey  indicated  that  they  pay  using 
usuEd  and  custcnary  charges  (Pauly  et  al. ,  1988) . 

In  addition,  the  Canadian  e>^)erienoe  with  regard  to  volume  and 
e^qsenditure  control  was  reviewed.  Ihe  absolute  level  of  Canadian  health 
care  expenditures  per  capita  is  well  under  United  States  per  capita 
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eoqienditures.    Nevertheless,  the  CEmadian  e^^^erience  in  cxxrtrolling 
expenditures  nust  be  dismigspd  in  the  cxxitext  of  its  health  care  system. 
Since  1971  every  Canadiem  pxvince  has  paid  for  physician  services  under  a 
ccnprehensive  and  universed  hecilth  insurance  program.    There  is  only  one 
payer  for  eac±i  province  and  fee  levels  for  physicians'  services  are 
negotiated  betvreen  provinciaJ.  government  health  representatives  and 
professional  eissociations.    Althou^  each  province  has  a  unique  payment 
system,  the  medical  associations  generally  determine  the  relative  fee 
levels  for  each  service  and  negotiate  annual  percentage  increases  in 
payments  vdth  the  provincicil  governments.    In  effect,  the  approach  is  to 
control  total  es^jenditures  throu^  cfcdjusting  fee  levels  rather  than 
atteaoDpt  to  directly  manage  or  control  volume. 

Options  for  controlling  the  inopact  of  VI  Grcwth  op  fft^jf^rP  nii-iayg.  ihis 
r^xsrt  examines  four  general  types  of  options  for  controlling  the  inpact 
of  VI  growth  on  Medicare  outlays: 

A.  .Aggregating  payments. 

1.  Capitatic^ 

2.  Geogr^iiic  capitaticHi 

3.  niysicieui  capitation 

4.  Preferred  Riysician  Organizations  (PPOs)  and  other 

managed  Ccure  euniBngements 

5.  Bundling  of  fiiysician  and  facility  payments/physician 

diagnosis  related  groups  (CE^) 

6.  Other  bundling  options 

7.  Inproved  ond  i  ng/def  inition  of  services 


B.  Incentives  targeted  to  beneficiaries 

1.  Beneficiary  cost  sharing 

2.  Second  surgical  opinions 

C.  Influencing  physician  decisionmaking 

1.  Clinical  guidelines  and  effectiveness  research 

2.  Utilization  review  and  coverage  policy 

3.  Ocnflict  of  interest  rules 

4.  Adjusting  payments  for  services 

D.  Growth  targets 

In  evaluating  these  options,  we  consider  their  ability  to  control  the 
effect  of  VI  growth  on  outlays,  their  administrative  costs  and 
feasibility,  and  their  liJoely  effect  on  the  a^ropriateness  of  medical 
care,  on  beneficiary  liability  and  access  to  care,  and  on  physicicui  and 
beneficiary  behavior. 

Capitation.    Uhder  a  capitated  approach,  Medicare  makes  a  single  payment 
in  advance  for  all  covered  services  for  each  beneficiary.    In  contrast  to 
fee-for-service  based  payment  systems,  capitated  systems  provide 
incentives  for  providers  to  siiiultaneously  control  both  price  and  VI  and 
create  a  mechanism  to  control  Medicare  outlays.    G^itated  systems  have  a 
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nuDDber  of  related  advantages;  a  reduced  level  of  Federal  regulation  can  be 
achieved,  for  exanople,  because  the  capitated  providers  can  be  assigned 
re^xxisibility  for  payment  details. 

Cc^itated  care  is  successful  and  widespread  in  the  lAiited  States,  and 
the  nunter  of  Mediccure  beneficiaries  enrolled  in  capitated  systems  has 
doubled  in  the  last  5  years.    Nevertheless,  only  3  percent  of  Mediccge 
beneficiaries  are  enrolled  in  Cc^itated  systems  and,  even  with  continued 
strmg  graath,  other  strategies  are  necessary  for  the  short  and  medium 
term. 

Geoorarhic  capitation.    A  geogrc^ihic  cc^itaticn  system  would  put  an 
organization,  such  as  an  insurer  at  risk  for  physicians'  services  provided 
to  all  Medicare  beneficiaries  living  in  a  geographic  area,  such  as  a  State 
or  carrier  service  area.    In  effect,  the  Federal  Government  would  buy  the 
Medicare  benefit  package  on  behcdf  of  all  Medicare  beneficiciries  in  an 
area  at  a  fixed  price  frcm  a  single  underwriting  entity.  Ocnpetiticxi 
could  be  encouraged  by  permitting  beneficiaries  to  enroll  in  other 
capitated  plans  in  the  same  area.    lAider  this  approach,  Medicare  mi^t  be 
able  to  tctke  advantage  of  the  benefits  of  desLLing  with  capitated  entities 
without  all  beneficiaries  enrolling  in  hecilth  maintencince  organizations  or 
other  capitated  plans. 

Fhvsicieui  capitation.    Another  eLLtemative  to  meiking  capitated  payments 
for  cLLl  Medicare  services  would  be  to  make  a  capitated  payment  to 
physician  groups  that  would  cover  seme  or  all  Fart  B  services.    As  with 
total  capitation,  physician  capitation  shifts  the  risk  of  increasing  VI 
frcm  the  Govemnent  to  the  physicians,  ther^sy  changing  incentives. 

Services  covered  could  include  all  physician  services  or  a  package  of 
selected  services,  such  as  primary  care  alarq  with  outpatient  laboratory 
and  x-rays.    Ihe  individual  primary  care  physician  or  group  practice  could 
receive  a  cc^itated  payment  for  the  primary  care  of  each  enrolled 
beneficiary.    An  advantage  of  physician  capitation  is  that  the  total 
amount  of  risk  is  less  than  v^ien  all  services  are  capitated  because  the 
relatively  more  expensive  ho^ital  costs  are  excluded  fixm  the  capitated 
payment. 

PPOs  and  other  managed  care  arranoeanents.    A  PPO  is  a  network  of  providers 
agree  to  provide  health  care  services  under  certzdn  constraints  (such 
as  lower  fees  or  increased  utilization  review)  in  exchange  for  ejqjected 
advantages,  such  as  piuiyL  payment  and  an  increased  volume  of  patients. 
The  savings  from  PPOs  are  generally  achieved  through  efforts  such  as 
utilization  review,  ho^ital  preoertification,  concurrait  review  of 
inpatient  days,  discounted  fees,  and  directing  patients  to  preferred 
providers. 

PPOs,  prepaid  plans,  and  other  insurance  programs  often  enploy  case 
management  techniques  as  a  method  of  controlling  expenditures  for 
e^jecially  ei^jensive  patients  through  directly  managing  use  of  services, 
offering  special  benefits,  and  directing  patients  to  particular  sources  of 
care. 
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HCFA  is  developing  a  PEO  deanonstration  involving  five  sites  to  test 
the  feasibility  of  offering  Medicare  beneficiaries  the  option  of  reoeivir^ 
managed  hecdth  Ccire  services  cti  a  fee-for-service  basis. 

BuTdling  phvsiciem  and  facility  Davments/phvsician  ERGs.    At  present, 
Medicctre  Tnakes  a  sepeurate  paynent  for  eacii  physicians'  service  eind  aLLso 
nwkes  a  payment  to  the  facility  vAien  services  eire  provided  in  facilities 
such  as  ho^itals  and  ambulatory  surgiccil  centers  (ASC) .    VI  of  sane 
physicians'  services  mi^t  be  controlled  by  making  a  single  payment  for 
all  associated  physician  charges.    This  payment  could  be  corabined  with  the 
payment  to  the  facility,  or  could  be  made  separately  to  a  physician  group 
or  the  medical  staff.    In  general,  bundled  payments  oontciin  incentives  for 
providers  to  reduce  the  use  of  marginal  procedures  and  reduce  the 
opportunity  for  discreticnary  billing  of  services.    There  are  many 
possibilities  for  developing  protective,  per  case  payments  for  physician 
services,  such  as  including  selected  services  performed  in  iipatient 
(e.g. ,  physician  CE^)  or  outpatient  ho^itals  and  ASGs.    Medicare  has 
begun  inpleaonentation  of  a  demonstration  in  vMch  a  single  payment  will  be 
made  for  all  services  associated  with  coronary  artery  bypass  surgery. 

Other  bundling  options.    There  are  other  less  extensive  bundling 
c^roaches  that  mi^t  help  Mediceure  to  achieve  cost  control  of  seme 
services  by  redefining  the  paymi^it  unit  from  a  narrow  procedure  to  a  more 
conpr^iensive  packaging  of  services.    An  exanple  mi^it  be  to  develop 
office  visit  packages  in  vAiich  the  visit  charge  would  include  all 
associated  ancilleuY  services  (e.g.,  lab  tests,  x-rays,  electro- 
cardiograms) .    Another  bundling  e^roach  would  be  to  include  the  office 
visit  charge  in  the  charge  for  some  minor  surgical  and  dictgnostic 
procedures  such  as  skin  lesion  removals.    In  these  instances,  separate 
bills  for  visits  would  not  be  allowed  unless  it  were  clear  that  other 
significant  services  were  provided  during  the  visit. 

Inproved  ^•yv^iTVT|/«;tefinition  of  services.    More  precise  coding  rules  could 
reduce  both  upending  and  unbundling  for  seme  services.    One  area  in  vMch 
upending  is  of  special  oonoem  is  for  services  such  as  office  visits, 
hospital  visits,  and  consultations  (Office  of  Inspector  General  report, 
1989) .    Possible  solutions  could  be  to  collapse  the  number  of  codes  used 
for  payment  purposes  or  to  incorporate  time  ^^ent  by  the  physician  in 
providing  the  service. 

Influencing  patient  bdiavior. 

Beneficiary  cost  .?^^riTTT-    Currently,  Medicare  beneficiaries  are 
re^cnsible  for  the  first  $75  of  covered  services  before  Medicare  begins 
to  pay  for  service.    (This  "deductible"  amount  was  set  at  $50  in  1966  and 
was  raised  to  $60  in  1973  and  $75  in  1982.)    After  the  deductible  is  met, 
the  beneficiary  is  responsible  for  20  percent  of  the  edlcKi^i  charge  per 
service  and,  for  unassigned  cledms,  any  amount  by  v*iicli  the  actual  charge, 
as  limited  by  the  maviTmim  allowable  actual  charge,  exceeds  the  allcv^ 
charge.    The  goed  of  cost  sharing  is  to  give  beneficiaries  an  interest  in 
selecting  less  costly  providers  and  in  questioning  the  necessity  of 
services  by  mciJdng  them  more  sensitive  to  cost. 
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Second  surcdcal  cpinicn  programs  fSSOP) .    Surgery  aooounted  for  about  41 
percent  of  the  total  increase  in  physician  ^lending  ever  a  recent  5-year 
period  (1982-1987) .    In  an  attempt  to  reduce  unnecessary  risk  to  patients 
and  control  surgical  ^)ending,  Medicare  emd  many  private  payers  and 
Medicedd  programs  use  SSOPs  to  ensure  that  the  proposed  surgery  is 
madiccdly  necesscuy.    Medicare  encourages  second  surgiccil  opinions  by 
paying  for  than  and  by  maintedmng  hotlines  thrcu^  vAiich  beneficiaries 
can  obtedn  names  of  physicians  qualified  to  provide  second  or  even  third 
opinions.    In  addition,  as  required  by  the  Consolidated  Omnibus  Bi¥iget 
Reconciliation  Act  of  1985  (P.L.  99-272),  Peer  Review  Organizations  (FRDs) 
subject  at  least  10  surgical  procedures  to  pre-admission  ancVor 
pre-^rocedure  review  and  may  require  a  second  opinion  when  appropriate. 

Influencing  physician  behavior. 

Cliniced  guidelines  and  effectiveness  research.    Cliniced  guidelines  and 
effectiven^s  reseeuxh  seek  to  provide  physicians  and  others  with 
information  to  eissist  in  determining  the  type  of  ccire  that  should  be 
rendered  to  a  particular  patient.    Effectiveness  resesuxh  may  have 
inplications  regarding  vtot  services  will  be  covered  even  thcu^  the 
primary  goeil  is  to  influence  decisionmaking  by  providing  better  data.  The 
cirgument  for  this  strategy  is  the  shortage  of  cons^isus  and  hard  data  as 
to  vdien  procedures  should  be  done.    It  should  be  noted  that  neither 
guidelines  bcised  on  consensus  nor  effectiveness  research  will  necesseurily 
reduce  VI  of  services;  effectiveness  research  could  lead  to  increcised  use 
of  some  services. 

Utilization  review  and  coverage  policy.  Utilization  review  6ispen3is  on 
organizations  such  as  Medicare  carriers,  FKOs,  insurers,  and  medical 
societies  to  change  physiciem  b^iavior  throu^  education,  withholding 
payment,  or  other  sanctions.    Utilization  review  may  operate  three  ways: 
(1)  pro^jectively,  before  service  is  rendered,  thrcu^  methods  such  as 
pre-admission  screening  and  seccxid  surgiced  opinions,  (2)  concurrently, 
thrcu^  monitoring  care  during  treatment,  and  (3)  retro^aectively,  throu^ 
reviews  of  cledms  and  mediccd  records,  either  before  or  after  payment  is 
made.  It  mi^t  be  possible  to  increase  utilization  review  activities  for 
physicians  with  large  increases  in  Medicare  VI,  or  in  geogrc^idc  areas 
where  the  nuinber  of  procedures  per  beneficiary  is  largest.  Coverage 
policy  is  closely  related  to  utilization  review,  cdthou^  the 
administrative  structures  are  different.    Coverage  policy  is  the  method  by 
vAiich  Medicare  defines  the  services  for  v^ch  it  will  pay  and  the 
circumstances  in  \4iich  it  will  pay. 

Conflict  of  interest  rules.    Ihere  is  a  potential  conflict  of  interest  any 
time  a  physician's  decision  regarding  providing  or  ordering  a  service  may 
increase  his/her  profit.    In  a  fee-for^-service  system,  seme  such  conflicts 
are  inevitable,  but  certain  situations  create  even  more  pcMerful 
CCTiflicts.    For  exanple,  conflict  of  interest  concerns  are  raised  by  the 
possibility  that  physicians  mi^it  overprescribe  dmgs  v*ien  th^  di^jense 
them  directly  to  patients.    Conflict  of  interest  concerns  are  also  raised 
vAien  physicians  own  imaging  facilities  or  laboratories  to  v*dch  they  refer 
patients.    Subsequent  growth  in  VI  of  those  services  raises  inevitable 
su^icions  in  the  minds  of  the  public  and  Federal  officieds.    Ihere  is 
little  direct  evidence  about  actual  inducements  resulting  from  such 
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arrangaDaents,  and  cxnsequently,  as  to  the  savings  that  fcarbidding  siich 
referrals  mi^it  achieve.  In  areas  vdiiere  the  physicians  cswned  the  only 
f2K:ilities,  conflict  of  interest  niles  mi^t  even  create  barriers  to  care. 

Miustincr  payments  for  services.    Some  eoononiists  believe  that  inequitable 
payment  rates  mi^it  create  eooncmic  incentives  for  physicians  to 
inappropriately  perform  sane  services  (Hsiao  et  al. ,  1988) .    This  si^gests 
that  it  mi^t  be  possible  to  moderate  volume  growth  of  seme  services 
thrcu^  selected  payment  adjustments  based,  for  example,  on  iri^erent 
reasonableness  or  on  recent  research  on  relative  valines  for  physician 
services.    It  is  unlikely,  however,  that  modifying  relative  payment 
amounts  could  result  in  a  significant  slowing  of  volume  growth.  Basic 
fee-for-servioe  incentives  to  increeise  volume  wculd  ranain  in  place. 
Furthermore,  physicians  mi^t  refund  to  decreased  payments  by  attaoDpting 
to  reooi:^  lost  income  in  unpredictable  ways  (e.g. ,  by  increasing  volume  of 
the  service  receiving  the  reduced  payment  or  by  inc^propriately  performing 
other,  more  profitable  services) . 

Grcwth  tcuroets.    Growth  targets  can  be  set  by  determining  in  advance  an 
acoeptcible  level  of  aggregate  Medicare  expenditures  for  a  given  geographic 
area,  and  time  period.    A  widely  discussed  model  v^auld  vary  the  annual 
pt^ician  fee  i:^x^te  based  on  a  ccnparison  between  eK±ual  and  targeted 
program  outlays  in  a  preceding  period.    Growth  targets  can  be  set  at  the 
nationail  level  or  at  some  other  geographic  level.    Mediccire  could  set  a 
growth  target  for  the  year  for  a  group  of  services,  all  physician 
services,  all  Part  B  services,  ca:  even  all  Part  A  and  Part  B  services. 
This  method  would  not  control  VI  directly,  but  could  shield  Medicare  trvist 
funds  frcm  the  inpact  of  VI  growth  since  costs  to  Medicare  would  be 
controlled  directly  throu^  the  payment  per  service. 

Althou^  growth  targets  raise  policy  iss<.ies  that  are  discussed  in  the 
r^»rt,  they,  in  fact,  do  not  reflect  a  major  change  frcm  recent  policy 
experience  vAiereby  the  Medicare  annuEd  payment  update  has  been  reduced  to 
particdly  offset  lcu?ge  expenditure  increases.    A  growth  teirget  has  one 
potentied  evivantage  ooopared  with  this  de  facto  policy.    Growth  targets 
are  intended  to  create  a  collective  incentive  to  encourage  the  medical 
ccraDDunity  to  work  oooperatively  with  the  Medicare  program  to  identic  and 
correct  problems  related  to  unnecessary  care.    A  more  direct  linkage 
between  the  collective  incentives  of  the  growth  target  and  the  practice 
patterns  of  individual  physicians  might  be  established  by  an  "cpt-cut" 
option  for  qualified  physician  groi^.    lAider  this  policy,  a  physician 
group  (such  as  a  PPO  or  a  ho^ital  mediced  staiff )  could  opt-out  of  the 
general  growth  target.    Such  a  group  wculd  then  receive  a  fee  update  based 
on  the  cost  perfonnanoe  of  the  group  in  relation  to  the  target  rate.  Ihis 
wculd  provide  inoaitives  for  physician  groi;^  to  be  organized  to  provide 
care  in  a  oost-effective  manner. 

A  variety  of  design  questions  wculd  need  to  be  addresspd  to  develop  a 
growth  target  policy.    These  include:  (1)  the  range  of  services  to  be 
included  in  the  target,  (2)  v*iether  the  target  should  apply  at  a  national, 
statewide,  or  substate  basis,  (3)  v*iat  factors  should  be  used  to  establish 
and  i:¥)date  the  target,  (4)  the  nature  of  the  fee  adjustment  that  w:xLLd 
result  if  the  target  is  exceeded,  (5)  vdiether  there  should  be  a  withhold 
frcm  current  year  payments  or  an  adjustment  in  fee  levels  in  the 
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subsequatt  year  after  the  end  of  the  target  period,  and  (6)  vAiether  there 
should  be  an  opt-out  for  c^ialified  physician  groups,  and  if  so,  vAiat  the 
terns  of  the  policy  should  be. 

Inpact  of  RERVS  on  VI.    For  years  ecOTicndsts  have  inxnclusively  fV>h?^1-'=r^ 
v*iether  growth  in  VI  was  driven  predcminantly  by  physicians  inducing 
patients  to  accept  services  or  by  patient  deanand.    Ihis  debate  has  usually 
focused  cuxund  issues  such  as  vdiether  physicians  seek  to  attain  a  target 
income  and  vAiether  physicians  can  induce  danand  for  their  services.  Ihis 
d^3ate  has  inportant  inplications  for  the  inpleaoaentaticn  of  an  RERVS  for 
payment  purpose  such  as  the  one  being  devel(^3ed  by  I&iao  (1988)  and  other 
researchers  at  Harvard  University  under  a  cooperative  ekgreenent  with  HCFA. 

It  is  clear  from  preliminary  anzdyses  that  most  RBRVSHaased  payment 
schpmps  inplemented  in  a  budget  neutral  fashion  would  substantially  cilter 
payments  for  a  significant  nuinber  of  services,  generEdly  increcising 
payments  for  visits  and  decreasing  payments  for  many  surgical  procedures. 
Uider  many  scenarios,  these  payment  changes  could  be  substantially  greater 
than  any  previous  payment  change  inplesnented  by  the  Medicare  program. 
Ihus,  there  is  no  precedent  frcn  vdiich  to  predict  confidently  how 
physiciems  can  or  will  respcend  to  payments  based  on  an  RBFM5.    Re^xHise  is 
liJoely  to  depend  not  only  on  physicians'  ability  to  recoup  losses  by 
inducing  volume,  but  also  on  many  other  factors  such  as  ability  to 
substitute  other  services,  the  amount  of  discretion  the  physician  has  as 
to  billing  for  services,  the  degree  of  physician  dependpnce  on  income  frcm 
Medicare,  ability  to  recapture  Medicare  losses  trcta  non-Medicare  patients, 
and  on  vAiether  other  payers  also  adopt  paymfsit  schedules  based  on  RERVS. 

Projections  of  physician  re^x:nse  to  an  RERVS  are  uncertcdn. 
Nevertheless,  this  re^xaise  is  inportant  for  tvro  reasons:  (1)  Budget 
inpacts  would  need  to  be  cissessed  if  an  RERVS  were  adapted  as  a  basis  for 
payment.    Anedysis  of  budget  inpacts  would  require  a  predictioi  of  hew 
great  a  volume  of  services  will  be  provided,  and  this  volume  depends,  in 
turn,  on  how  nuch  ^secieilists  increase  their  volume  of  services  to  recoup 
reduced  payments.    (2)  If  there  is  a  substantied  induction  of  demand  by 
physicians  in  re^xxise  to  decreased  payments.  Medicare's  problems  with  VI 
growth  mi^it  become  eppreciably  worse. 

Because  of  this  uncertednty  as  to  behavicnrial  response,  the  most 
prudent  epproach  to  isplementing  an  RERVS  mi^t  be  to  adept  an  expenditure 
growth  target  that  would  liable  Medicare  to  take  care  of  any  behaviorial 
response  as  it  took  place.    A  growth  target  would  also  take  account  of 
features  of  inplementation  that  could  not  be  made  precisely  budget 
neutral,  such  as  changes  in  global  fee  definitions  and  changes  in 
geographic  areas  used  for  paymait  determinations. 
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CHAPTER  1 


INTRXUCnCN 


STAIUTORY  RBQUIEEMENr 

Section  4056(c)  (2)  of  Public  Law  100-203,  the  Omnibus  BiK^et 
Reconciliation  Act  (OERA)  of  1987,  requires  the  Secretary  of  Health  and 
Human  Services  (HHS)  to  stody  the  following  issues  related  to  volume  and 
intensity  (VI)  of  physicians'  services: 

(A)  Historiced  trends, 

(B)  Geogrc^iiic  variations, 

(C)  An  analysis  of  the  effectiveness  of  methods  currently  used  to 
insure  that  payments  cure  made  only  for  services  that  are 
medically  necessaxy, 

(D)  Alternative  methods  to  control  volume  of  service,  and 

(E)  The  inpact  of  the  ijiplementaticn  of  a  relative  vsLLue  scale  on  VI 
of  physicians'  services. 

Fhysician  services  defined.    This  reixDrt  primarily  focuses  on  Part  B 
physicians'  services.    These  services  include  those  Medicare  Part  B 
services  that  contribute  directly  to  the  diagnosis  or  treatment  of  an 
individual  patient,  are  personally  furnished  by  a  physician,  and 
ordinarily  require  performance  by  a  physician.    Some  additioneil  services 
(e.g. ,  some  clinical  laboratory  services)  are  included  in  seme  of  the 
tables  in  this  report  in  order  to  illustrate  trends.    Services  included  in 
this  report  account  for  about  60  percent  of  Part  B  services.^  This 
r^xDrt  adfirpssps  nonphysician  Part  B  services  only  to  the  extent  that 
physician  services  directly  result  in  certain  payments  such  as  outpatient 
facility  fees. 

VI  OF  FfffSICIANS'  SERVICES:  THE  FRDBIiM 

In  FY  1990,  esq«Tfiitirres  for  physician  services  under  the  Medicare 
program  will  exceed  $25  billion.    E>?)enditures  for  physicians'  services 
are  the  second  largest  ocnponent  (after  hospital  s)  of  Medicare  ^snding. 


■'■Part  B  expenditures  specifically  excluded  frcm  this  report 
include:    (1)  all  services  (primarily  facility  fees)  that  are 
billed  by  outpatient  hospitals,  anfculatory  surgiccil  centers  (ASGs) , 
and  other  norphysician  providers,  (2)  durable  mgdical  equipment  and 
other'  supplier  services  such  as  ambulance,  and  (3)  group  practice 
pre-payment  plans. 
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and  the  third  largest  Federal  dcraestic  program.    Over  the  past  10  years 
(1978-1987) ,  Medicare  physician  ejqDenditures  have  increased  at  annual 
coipcund  rates  of  16  percent.    Over  the  next  10  years,  even  without  any 
program  e^qansicns.  Medicare  ^jending  for  physicians'  services  will  likely 
triple.    Furthermore,  about  the  year  2005,  total  Medicare  ^jending  is 
expected  to  exceed  [^sending  on  Socied  Securil^,  in  part,  because  of  the 
rapid  increase  in  physician  ^sending.    This  will  make  Medicare  the 
country's  leirgest  entitlement  program. 

About  15  percent  of  the  increase  during  the  past  10  years  was  due  to 
an  increase  in  the  number  of  beneficiaries,  \(*kd  have  increased  at  about 
2  percent  a  year.    About  40  percent  was  due  to  increases  in  payments  per 
service,  vAiicii  are  largely  the  result  of  adjustments  for  inflation.  About 
45  percent  of  the  growth  resulted  frcm  "residual"  Vl-related  factors, 
including  grcvth  in  the  nuirber  of  services  (including  volume  increcises 
frcm  new  services  and  technology) ,  and  shifts  frcm  less  expensive  to  more 
expensive  services  (greater  intensity) . 

The  report  provides  badoground  information  on  VI  issues,  including  a 
discussicai  of  factors  contributing  to  physician  expenditure  growth 
(Ch^jter  1) ,  presents  trends  in  VI  growth  and  reviews  the  research 
ccarnmissic^ied  by  the  Depeirtment  to  analyze  VI  related  issues  (Chapter  2) , 
reviews  Medicare's  and  private  payer's  ei^ierienoes  with  VI  control  methods 
(Che^jter  3) ,  discusses  options  for  protecting  beneficiaries  and  the 
Medicare  program  from  the  inpact  of  VI  (Chapter  4) ,  and  concludes  with  a 
discussion  of  possible  ispacts  of  a  resource-based  relative  value  scsde 
(RBRVS)  on  VI  (Chapter  5) . 

FACTORS  AFFECTING  EXFEin>riURES  FOR  FHYSIdANS'  SERVICES 

Three  major  forces  drive  increases  in  Medicare  expenditures  for 
physicians'  services:    price  increases,  change  in  the  size  and  ccnposition 
of  the  beneficiary  population,  and  growth  in  VI  of  services  to  meanbers  of 
the  population  including  technology  and  new  services.    After  briefly 
reviewing  the  first  two  forces,  the  remainder  of  this  chapter  discusses 
forces  driving  increases  in  VI. 

Price  Increases.    Prior  to  a  fee  freeze  in  July  1984,  the  Medicare 
prevailing  chcu?ge  scre^  was  generally  updated  annually  by  the  Medicare 
Eooncniic  Index  (MEI) ,  which  reflects  increases  in  physicians'  practice 
costs  (see  ^pendix  A) .    MEI-adjusted  prevailing  charges  have  been 
increased  several  times  since  inplenentaticn  of  the  freeze.    On  May  1, 
1986,  adjusted  prevedling  charges  were  increased  by  i:^  to  4.15  percent  for 
participating  physicians  only,  and  on  January  1,  1987,  adjusted  prevailing 
charges  were  increased  by      to  3.2  percent  for  all  physicians.  Effective 
for  services  rendered  f^pril  1,  1988,  adjusted  prevailing  charges  for 
primary  care  services  performed  by  a  participating  physician  were 
increased  ty  i:p  to  3.6  peroart,  vAiile  other  physicians'  services  performed 
by  a  participating  physician  increased  ty  up  to  1.0  percent.    For  January 
1989,  adjusted  prevailing  charges  for  primary  care  services  performed  by  a 
participating  physician  increased  by  3.0  percait,  vAiile  cdl  other 
physician  services  performed  by  a  participating  physician  increased  by  \jp 
to  1.0  percent. 
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In  addition,  there  have  been  other  recent  payment  changes  that  affect 
pric3es  (see  Trustees'  reports  for  1987  and  1988) ,  such  as  the  rediictions 
for  overpriced  surgical  procedures,  the  differential  payments  for 
participating  and  norparticipating  ph^icians,  and  a  bGnis  for  primary 
care  services  provided  in  rural  health  maipower  short2ige  areas.  Allowed 
charges  can  increase  in  other  ways  in  addition  to  the  increases  in 
adjusted  prevedling  cheo^ges.    For  exanple,  custonary  charges  that  cire 
belcw  the  adjusted  prevailing  can  increase  more  rapidly  than  the  mft. 

Annual  increases  in  Medicare  allowed  charges  per  service  have  usually 
been  Icwer  than  the  general  rate  of  inflation  in  physician  fees.  For 
exanple,  frcm  1967  to  1986,  the  net  increase  in  allowed  charges  per 
service  was  grater  than  the  increase  in  the  physician  fee  ccnpcnent  of 
the  Consumer  Price  Index  only  three  times  (Trustee's  report,  1988) .  While 
price  increases  have  been  re^xDnsible  for  a  significant  portion  of  the 
total  eaqpenditnre  increases  per  beneficieury  over  the  past  10  years  (about 
40  percent) ,  it  is  clear  that  factors  other  than  price  increases  per 
service  are  responsible  for  total  program  expenditure  increases. 

Grcwth  and  aaina  of  Medicare  population.    The  number  of  beneficiaries 
covered  by  the  Part  B  program  increases  at  a  rate  of  about  2  percent  per 
year.    In  addition.  Medicare  beneficiaries  are  increasingly  consisting  of 
an  older  age  mix.    For  exanple,  in  1966,  6.2  percent  of  Psurt  B 
beneficiaries  were  aged  85  or  greater,  vAiereas  by  1986  this  percentage 
increased  to  10.3  percent.    While  this  change  in  age  mix  has  possible  long 
run  iirplications,  it  is  imlikely  to  have  contributed  much  to  the  recent 
rapid  increases  in  Part  B  expend  itiires  because  the  changes  in  age  mix  are 
so  gradual.    It  is  estimated  that  for  the  year  ending  June  30,  1988,  aging 
of  the  Medicare  population  accounted  for  only  about  $4  million  of  a 
projected  $3.9  billion  increase  in  incurred  benefits  for  the  elderly. 

Vl-related  factors.    VI  includes  all  factors  contributing  to  physician 
eaq^enditiire  increases  other  than  changes  in  payments  for  individual 
services  emd  in  the  covered  population.    Ihe  most  inportant  aspect  of 
Medicare's  physician  payment  system  is  that  it  gives  physicians  and 
beneficiaries  little  or  no  incentive  to  control  VI  of  services. 

Ideally,  a  full  explanation  of  factors  responsible  for  Part  B  grcwth 
would  be  developed  frcm  a  full  clinical  and  economic  model  of  physician 
and  patient  behavior  that  incorporates  all  clinical  and  econcmic 
incentives  inherent  in  the  payment  practices  of  all  third  party  payers. 
Considering  the  many  variables  determining  the  physician  services  maricet, 
it  is  not  realistic  to  expect  that  a  model  can  be  developed  that  can 
attribute  recent  changes  in  physician  e>q)enditures  to  ^Decific  factors. 
Problems  in  developing  a  full  model  are  ccnpounded  by  inadequate  data  and 
data  measurement  problems,  nultiple  simultaneous  changes  in  the  Medicare 
program,  technologicEd  advances,  and  the  interactive  effects  of  Medicare 
and  other  third  party  payers. 

Time  series  data  are  very  limited  because  until  very  recently  there 
was  no  coranon  procedure  coding  system  and  there  were  no  nationally 
r^resentative  data  files  containing  detailed  counts  of  procedures. 
Moreover,  two  of  the  four  Part  B  Medicare  annual  data  (EMAD)  files  new 
available  for  time  series  anedysis  are  sample  files.    These  5  percent 
sairple  files  of  providers  and  beneficiaries  cannot  easily  be  used  to  study 
saonall  cUJPias. 
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Isolaticn  of  influartial  variables  is  difficult  because  major  Madicare 
program  dianges  ocxurred  almost  sinultaneously,  such  as  the  physician  fee 
freeze,  lab  payment  changes,  the  iDoplegonentation  of  the  Medicare 
participating  physician  program,  ho^iteLL  prospective  payment  system 
(PPS) ,  and  peer  review  organizations  (FK)s) .    Other  changes  cannot  be 
ecisily  identified  or  measured.    These  include  new  develcpaaents  in 
technology  and  medical  practice,  growth  in  ASGs,  reductions  in  private 
sector  use  of  iipatient  ho^ital  services,  changes  in  private  sector 
payment  methodologies,  private  sector  trends  toward  more  patient  cost 
sharing,  and  physician  price  discounting.    Nevertheless,  a  ntmtoer  of  major 
Vl-related  factors  can  be  identified  that  either  eif feet  physician 
willingness  to  supply  services  or  affect  beneficiary  demand  for  these 
services.    Ihese  factors  are  discussed  below. 

Forces  driving  the  growth  in  VI.    Among  the  factors  driving  VI  growth  eire: 
(1)  payment  incentives,  (2)  technology,  (3)  physician  willingness  to 
provide  services,  and  (4)  factors  related  to  beneficieury  demand  for 
services. 

Payment  mechanisms  have  contributed  to  VI  growth  because; 

—  The  fee-for-service  payment  system  gives  physicians  no  incentive 
to  control  growth  and  provides  direct  rewsurds  for  promoting 
growth. 

—  Hiysicians  have  considerable  discretion  as  to  how  they  define  and 
report  services  they  provide.    They  mi^t  assign  more 
renunerative  codes  to  services  for  vAiich  they  formerly  assigned 
less  remunerative  codes  ("li^xxxiing*')  or  they  mi^t  bill 
sepcirately  for  services  for  v^ch  they  formerly  billed  under  a 
single  code  ('•uriDundling") . 

—  The  current  payment  system  contains  no  incentives  to  encourage 
physicians  to  reduce  charges  for  procedures  to  reflect 
technological  inprovements,  increased  experience,  ctnd  other 
factors  that  mi^it  lower  production  costs. 

—  Medicare  often  pays  more  to  ^lecialists  than  non^)ecicilists  for 
similar  services,  and  specialists  represent  a  growing  fraction  of 
Medicare  providers. 

Technology  has  contributed  to  VI  growth  because; 

—  New  services  and  treatment  methods  have  emerged.    Many  of  the 
procedures  that  accounted  for  recent  growth  in  physician 
eaqjairiitiires  were  either  rarely  performed  or  unknown  vdien  the 
Medicare  program  was  legislated. 

—  De^ite  research  on  the  effectiveness  of  services  for  certain 
^)ecified  conditions,  there  is  little  research  base  for 
determining  vtiether  procedures  cire  effective  in  many  of  the 
circumstances  in  vMch  they  are  used. 
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Hiysicians  have  beocme  more  willing  to  provide  services  because: 


—  Ihere  are  more  physicians  per  100,000  of  pcpulaticn  and  nore  of 
those  physicians  are  trained  in  the  ^jecisdties  that  provide  the 
costly  hi^  technology  services. 

—  The  technology  to  provide  services  that  appear  useful  to  patients 
has  esqjanded. 

—  The  risk  of  malpractice  suits  may  encourage  physicians  to  provide 
services  for  "defensive"  reasors. 

Patients  may  be  more  willing  to  receive  services  because; 

—  Services  have  beocrae  available  for  conditions  that  were 
untreatable  20  years  ago  (e.g. ,  coronary  artery  bypass  grafts, 
total  joint  replacement) . 

—  The  inocjTvenience  and  risk  of  many  services  has  dropped 
dramatically  (e.g.,  ambulatory  surgery,  decreased  operative 
times) . 

—  Medigap  coverage  has,  cdcng  with  Medicaid  coverage  of  many 
Medicare  beneficiaries,  eliminated  seme  or  all  coinsurance  costs 
for  about  80  percent  of  beneficiaries;  the  growth  in  acceptance 
of  assignment  has  reduced  the  cost  of  balance  billing.    As  a 
result,  many  b^ieficiaries  have  no  or  minimf^l  out-of-pocket  cost 
for  any  covered  medical  service. 

Issues  related  to  each  of  this  factors  eure  suinnarized  below. 

Payment  incentives.    It  has  been  well  established  that  the  VI  of  physician 
services  is  partly  affected  by  the  way  that  physicians  are  pedd  for  their 
services  (Pauly,  1970;  Msmning  et  al.,  1988).    For  exanple,  under  a 
fee-for^-servioe  system,  physicians  receive  an  extra  payment  for  each 
service  rendered.    Thus,  under  a  fee-for-service  payment  system, 
physicians  have  stiuiy  eccnanic  incentives  to  maximize  the  number  of 
services  provided  in  order  to  increase  practice  inccme.    These  incentives 
to  increase  VI  are  not  present  in  seme  alternative  payment  e^roaches, 
such  as  capitated  plans  vAiich  receive  a  lunp-sum  paymioit  for  cill  care 
required  by  covered  beneficiaries  for  a  ^lecified  time  period. 

Medicare  still  pays  for  most  services  throu^  traditional 
fee-for-service  arrangements  in  which  a  separate  payment  is  made  for  each 
service  rendered  by  the  physician.    Clearly  this  arrangement  provides  few 
incentives  for  efficiency  and  may  actually  encourage  the  overprovisicsi  of 
services.    In  addition,  the  current  payment  system  cont£dns  no  incentives 
to  encourage  physicians  to  reduce  charges  for  procedures  to  reflect 
technological  inprovanients,  increased  experiaxs,  and  other  factors  that 
mi^t  lauex"  production  costs. 

Relative  pricing  of  procedures.    Physician  willingness  or  preference  to 
provide  ^)ecif  ic  services  or  procedures  is  thcu^it  to  be  at  least 
partially  influenced  by  relative  payments  for  the  services.  Within 

1-5 


clinical  reasonableness,  relative  payment  levels  cxxild  influence  clinical 
decisions  as  to  whidi  services  to  provide  (Hsiao  et  al.,  1987) .  Scroe 
services  could  beccne  "overpriced"  over  time,  for  example,  because  the 
current  method  used  to  pay  for  physician  services  contains  no  mechanism 
for  adjusting  payment  rates  to  reflect  c±ianges  in  physician  skill, 
productivity,  or  resources  necessary  for  providing  the  service. 

Shifts  in  distributions  of  procedure  coding  ("upcodina") .  Scrae 
physicians'  services,  such  as  visits  or  consults,  are  described  by  a 
series  of  procedure  codes  for  vAiich  the  physician  can  often  receive  a 
hi^er  payment  to  reflect  adfiiticncil  or  more  intensive  services.  For 
exanple,  the  current  coding  system  for  visits  has  six  coding  levels  with 
progressively  hi^ier  payments.    One  way  for  physicians  to  generate 
additicaial  inocrae  or  to  counteract  price  freezes  or  reductions  is  to  bill 
for  more  experjsive  visit  or  procedure  codes  than  previously  (e.g. ,  bill 
for  an  extended  visit  rather  than  for  an  intermediate  office  visit) . 
There  are  substanticil  reasons  to  believe  that  intensity  of  visits  is 
increcising.    Mitchell  et  al.  (1988)  documented  an  increcise  in  the  length 
of  office  visits  in  the  1970s.    U^xxxiing  is  a  difficult  issue  to  ansilyze 
because  shifts  in  coding  mix  do  not  necessarily  inoply  improper  billing  on 
the  part  of  physicians.    Medical  visit  coding  terminology  is  such  that 
physicians  have  discretion  to  report  the  same  service  using  different 
codes.    In  addition  to  inprcper  coding,  there  could  be  other  factors  that 
led  to  increases  in  intensity  of  office  and  hospital  visits. 

Ifribundlina.    Uhbundling  refers  to  the  submission  of  separate  bills  for 
services  that  were  previously  included  in  the  charge  for  another  service. 
For  example,  saone  ceurriers  allau  separate  billing  for  patient  monitoring 
by  Swan-Ganz  catheters         performed  during  certain  coronary  surgeries, 
such  cis  artery  bypass  grafts.    In  addition,  surgeons  typiccLLly  bill  a 
single  globed  fee  for  a  surgicaLI  procedure  that  includes  follow^^ 
visits.    While  most  carriers  have  screens  to  enforce  their  global  fees, 
individual  physicians  mi^it  unbundle  services  if  they  have  historically 
used  a  broader  definition  of  a  globed  fee  than  the  carrier.    A  strategy  of 
preventive  packaging  of  selected  services  mic^t  prevent  future  unbundling. 

Shift  from  hospital  to  airi7t|i'^ai-nYy  treatment  settincB.    Because  of  a  number 
of  factors,  such  as  changes  in  mediced  practice  and  technology,  incentives 
created  by  Medicare's  PBS  and  FR3s,  and  growth  of  ASCs  and  other 
ambulatory  centers,  physician  services  have  grown  more  rapidly  in  office 
and  outpatient  settings  than  in  ho^ital  settings.    As  a  result,  the 
percentage  of  physician  ea^aaifiitiires  accounted  for  by  irpatient  ho^ital 
settings  dimjped  from  61  peroait  in  1983  to  47  percent  in  1986  (Table  2) . 
This  shift  has  several  inplications  for  Part  B  yypnding,  some  of  vhich 
increase  Part  B  physician  finding  and  seme  of  v^ch  decrease  Part  B 
physician  spending. 

For  example,  an  increase  in  Part  B  esqienditures  mi^t  be  expected  for 
radiology  services  and  certedn  s^ypcial  tests  that  shifted  to  office 
settings.  This  results  because  vAien  the  service  is  performed  in  an 
inpatient  ho^ital  setting,  physicians  charge  only  for  professional 
interpretation  of  the  results,  vdiereas  the  technical  portion  of  the 
service  is  covered  under  the  hoepital  payment  and  paid  under  Part  A.  In 
cOTtrast,  vAien  these  services  are  performed  in  an  office  setting,  the 
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physician  submits  a  bill  to  Part  B  for  both  the  professional  and  technical 
service.    This  shift  could  affect  Part  B  expenditures  in  other  ways.  For 
exaoDople,  researchers  at  the  Center  for  Health  Econoniics  Research  (CHER) 
(1988)  hypothesize  that,  for  at  least  soone  services,  ho^ital  and 
physician  services  can  partieilly  serve  as  substitutes  for  one  another. 
More  physician  visits  in  noiiho^ital  settings  mi^t  be  needed  to 
substitute  for  care  that  patients  wculd  have  received  frcm  nurses  and 
others  in  the  ho^itaJ.  prior  to  the  recent  reductions  in  length  of  stay, 
e^jecially  for  patients  v*io  are  discharged  earlier  or  v*io  are  never 
admitted.    It  is  also  possible  that  Medicare  is  now  being  charged  for  scroe 
test  interpretations  and  other  services  that  mi^t  have  been  previously 
performed  by  residents  in  teaching  hospitals  v*io  cannot  charge  Part  B 
Medicare  and  that  were  not  billed  for  by  a  staff  physician. 

In  general,  however,  it  is  unclear  that  the  shift  from  ho^ital  to 
outpatient  settings  has  accounted  for  much  of  the  total  esqienditure 
increase  for  physicians'  services.    For  exanple,  shifts  frcm  inpatient  to 
outpatient  ho^ital  settings  generally  do  not  effect  physicians'  ^sending 
for  radiology  services  because  the  payment  for  the  technicsil  conponent 
would  be  included  in  the  facility  fee,  not  the  physician  fee.  Further, 
the  percentage  of  totsd  physician  esqienditures  in  1987  accounted  for  by 
diagnostic  x-ray  was  only  about  4  percent  in  office  settings  and  2  percent 
in  outpatiait  ho^it2LL  settings.    Because  they  account  for  such  a  small 
percentcige  of  the  total  physician  expenditures,  changes  in  ^lending  levels 
for  these  physicians'  services  cannot  account  for  much  of  the  overall 
^3ending  increases  that  have  occurred.    MLich  of  the  increased  expenditures 
in  office  settings  is  probably  due  to  the  provision  of  additional  services 
beycHid  those  involved  in  the  shift  in  place  of  service. 

In  addition.  Part  B  billings  for  many  other  services  are  uneiffected  by 
place  of  treatmait.    Global  fees  for  surgicsd.  procedures  usucdly  cover 
both  the  surgery  itself  and  any  follow^  visits  by  the  surgeon  during  a 
specified  time  period  vdiether  in  or  out  of  the  ho^ital.  Ihysicians 
treating  patients  for  medical  conditions  submit  separate  charges  for  each 
visit  regardless  of  setting.    Shorter  ho^ital  stays  mi^t  actually 
decrease  eiqjenditures  to  the  extent  that  charges  for  office  visits  are 
lower  than  charges  for  oonparable  ho^ital  visits.    Shorter  stays  may  also 
reduce  the  opportunity  to  provide  services  such  as  radiology  and 
consultation  services.    Reductions  in  length  of  stay  result  in  fewer 
hospit2a  visits,  but  do  not  necessarily  result  in  an  equivalent  increase 
in  the  nuDober  of  visits  in  ambulatory  settings.    For  exanple,  in  a  survey 
of  physicians'  poet-^iospital  office  visit  patterns  for  23  surgicEd 
procedures  (Rpsenbach  et  al.,  1988) ,  physicians  reported  virtually  no 
change  in  their  post-hospital  office  visit  pattern  between  the  pre-PPS  and 
post-PPS  time  periods  while  length  of  stay  was  fadling. 

Changes  in  payments  for  lab  services.    There  have  been  inportant 
Vl-related  changes  in  paymmts  for  lab  services  such  as  a  "direct  billin?" 
provision  effective  July  1984,  \*iich  meant  that  physicians  cculd  no  longer 
bill  for  clinical  laboratory  services  that  they  did  not  personally 
perform.    It  is  believed  that  this  direct  billing  provision  mi(^t  provide 
an  incentive  for  physicians  to  set  up  labs  in  their  own  offices.  This 
possible  incentive  makes  it  difficult  to  distinguish  volime  changes  that 
mi^t  result  from  other  factors  such  as  technological  advances  or  the  fee 
freeze. 
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There  have  been  other  inpsrtant  Vl-related  changes  in  lab  services. 
Payments  for  lab  services  are  based  on  a  fee  schedule  that  requires  no 
beneflcisury  coinsurance;  this  removes  an  incentive  to  restrain  use  of 
these  services.    Seme  volume  changes  that  mi^t  appear  to  result  frcm 
changes  in  ho^ital  usage  may  actually  be  due  to  other  factors  such  as 
technology.    Recent  technological  changes  in  lab  eguipooent,  including  the 
wide^read  use  of  microprocessors,  have  significantly  reduced  the  size  and 
cost  of  seme  office  lab  equipment,  making  it  possible  for  physicians  to 
purchase  this  equipment  for  use  in  office  settings.    Regardless  of 
ho^itcil  usage  patterns,  physicians        own  their  own  equipment  will  have 
opportunities  as  well  as  incentives  to  increase  office  lab  tests.  Besides 
the  added  convenience  for  the  physician  and  patient  of  being  able  to 
perform  tests  in  office  settings,  there  cure  strong  financi2d  incentives  to 
increase  volume  both  to  increase  revenues  and  to  recoi:^  the  capital 
investment.    Lab  equipment  manufacturers  offer  anecdotal  sii^sport  for  this 
argument  throu^  advertisements  of  rapid  returns  on  investment  for  a 
variety  of  office  lab  and  testing  equipment. 

Other  program  payment  changes.    There  have  been  a  nunber  of  program 
changes  that  either  directly  affect  physician  ^sending  levels  or  make  it 
difficult  to  obtsdn  cind  analyze  trend  data  (see  ^^pendix  to  HHS,  1987c  cind 
annucil  Trustees'  Reports) .    For  exanple,  prior  to  October  1,  1983, 
ho^iteils  were  allowed  to  ocnbine  the  bill  for  the  professional  and 
technical  conponents  of  laboratory  and  radiology  services  (i.e.,  these 
services  were  not  sepsu^ately  identifiable) .    Therefore,  data  for  services 
such  as  radiology  and  pathology  frcm  previous  periods  etre  understated. 

Other  changes,  such  as  the  inplementation  of  the  HCFA  ccnmon  procedure 
ending  system  (HCPCS) ,  vMch  is  based  on  Current  Procedure  Terminology 
(CFr-4) ,  mi^t  have  had  seme  effect  on  VI.    In  seme  instances,  changes  in 
the  coding  system  mi^it  have  provided  more  opportunities  for  upmding, 
unbundling  or  other  billing  changes.    For  exanple,  HCFCS  contzdns  six 
office  codes  for  established  patients  vdiereas,  prior  to  the  inplementaticai 
of  HCPCS,  many  carriers  used  only  two  or  three  codes  for  these  services. 

Technological  advances  in  health  care.    Technology  has  contributed  to  VI 
growth  because  new  services  and  treatment  methods  have  emerged.  While 
many  technical  advances  in  health  care  benefit  patients,  they  also  may 
increase  costs  in  several  ways,  such  as: 

o      The  development  of  new  technologies  is  often  aoccnpanied  by  the 
need  for  additional  services  (e.g. ,  transplants  require 
imiunoGuppressive  dmgs,  end  stage  renal  disease  treatment 
requires  sillies) . 

o      Even         the  new  service  is  designed  to  replace  an  established 
service,  it  may  be  more  expensive  than  the  older  one. 

o      As  new  technology  diffuses,  it  may  be  used  additively  rather  than 
as  a  substitute  for  the  older  technology  (e.g. ,  magnetic 
resonance  imciging  along  with  x-rays  and  other  diagnostic 
imaging) .    This  may  occur  because  of  insufficient  scientific 
information  to  limit  use  of  overlaying  technologies,  fear  of 

1-8 


mlpractloe,  attaoqpts  to  gsdn  a  madoetlng  advant2i9e,  or 
practiticrer  reluctance  to  modify  established  practice  methods. 

o      Tecimologies  that  benefit  a  ^)ecific  condition  are  often  applied 
to  other  ccnditions  vriiere  benefit  is  less  certedn,  becaijse  of 
both  physician  hopefulness  and  patient  eaqaectations  and  reqiiests. 

Investment  issues.    Capitail  investment  in  both  training  and  equipoaent 
creates  a  need  to  recover  those  investments.    Not  only  do  physicians  need 
to  treat  patients  and  perform  procedures  in  order  to  recover  the  cost  of 
their  training,  but  hospitals  aggressively  court  physicians  v*kd  will,  in 
turn,  refer  patients  to  the  ho^itals'  irpatient  and  outpatient 
facilities.    Even  without  the  potential  conflicts  of  interest  created  by 
joint  ventures,  in  v^ch  a  ho^itzd  and  a  physician  jointly  own  a  piece  of 
equipment  to  which  the  physician  refers  patients,  the  need  of  the  ho^ital 
to  fill  beds  and  use  operating  suites  and  magnetic  resonance  imaging 
devices  creates  an  envirGnnent  strongly  conducive  to  VI  growth  for 
physician  services.    Ihe  burgeoning  growth  of  physician  office  ccnplexes 
that  are  built  by  hospitals  testifies  to  the  regards  that  ho^it£LLs  e^q^ect 
from  these  relationships. 

Effectiveness .    As  pointed  out  by  Edc^  (1988) ,  direct  evidence  of 
effectiveness  is  eivailable  for  only  a  fraction  of  mediceJ.  services.  Ihe 
genereLLly  substantial  level  of  uncertainty  prcrootes  VI  growth  in  two  ways: 
(1)  physicians  are  likely  to  engage  in  extra  tests  and  treatments  because 
the  effectiveness  of  any  one  test  or  treatment  is  unoertadn,  and  (2)  given 
the  uncertainty  as  to  whether  and  when  tests  and  treatments  are  effective, 
physicians  ar&  vulnerable  to  being  influenced  by  econcmic  considerations. 

Grcwina  sutxjlv  of  lAiysicians.    As  has  be^  reported  elsesiihere,  the  si;^ly 
of  physicians  has  increased  dramatically  over  the  past  20  years.  For 
exairple,  the  number  of  physicians  per  100,000  population  fron  1960  to  1985 
increased  from  151  to  237,  a  57  percent  increase  over  this  25-year  period 
(American  Medical  Association  (AMA) ,  1986) .    The  inplications  of  this 
increased  si:^ly  of  physicians  in  regards  to  Part  B  eaqpeniitiires  raaoELln 
unclear  (Pauly,  1988;  Feldman  and  Sloan,  1988;  Crcrawell  and  Mitchell, 
1986) .    For  exanple,  increased  physician  si^ly  mi^t  increase 
expenditures  in  areas  that  currently  have  umet  need  or  increase  demand 
for  physician  services  because  of  easier  access  to  service.    In  theory, 
increased  oonpetition  among  physicians  in  other  areas  might  encourage 
physicians  to  accept  lower  prices  per  service,  but  this  potentieLL  for 
program  savings  throu^  price  reductions  mi^it  be  partiedly  offset  by 
increased  volume.    Ihere  is  some  evidence  (Rice,  1984;  Barer  et  al.,  1988; 
Holahan  and  Scanlon,  1979)  to  support  the  hypothesis  that  physicians 
stabilize  inocne  by  inducing  demand  for  their  services.    During  this 
period,  however,  physician  mean  inccme  has  risen  steadily  de^ite  the 
growing  nuniser  of  physicians.    It  should  also  be  noted  that  the  entry  of 
new  physicians  in  the  martet  might  have  contributed  to  Medicare 
expenditure  increases  because  prior  to  limitations  established  by  OBRA 
1987,  new  physicians  could  establish  hi^  custcroary  charge  profiles  while 
established  physicians  are  constrained  by  their  custcroary  charge  profiles. 
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Increasing  specialization  of  piivsiciems.    ihe  U.S.  physician  pcpulatiGxi  is 
beccming  more  ^leciedized.    For  example,  between  1975  and  1985,  the  nimber 
of  general  practitioners  in  the  U.S.  declined  by  36  percent  vAiile  the 
number  of  all  other  physicians  increased  by  about  50  percent  (AMA,  1986) . 
This  increased  ^jecieilization  has  inportant  inplications  for  Medicare 
esqsenditures.    Speciedized  physicians  seaoa  to  perform  more  ccnplex  and 
ej^jensive  procedures  than  genereil  practiticxiers,  and  they  perform  more 
conplex  services  for  similar  patients  (Crcrawell,  1985) .    Wider  the  current 
Medicare  payment  system,  ^)ecialists  often  receive  hi^ier  payments  than 
ncHT^jecialists  vdien  they  perform  a  similar  service. 

Maiprar^ioe  avoidanoe.    Some  suggest  that  in  order  to  avoid  possible 
malpractice  suits  physicians  may  order  or  provide  more  tests  and  other 
services  than  are  clinically  necessary  (HHS,  1987b) .    "Defensive  medicine" 
has  been  cited  as  a  reason  for  the  rising  caesarean  section  rate,  the 
increasing  rate  of  skull  x-rays  and  ccnputerized  tcnogrs^iiy  (CT)  scans, 
and  the  growing  use  of  exercise  tolerance  tests  and  CEundiac  monitoring. 

Cost  to  the  beneficicirv.    Research  indicates  that  lower  out-of-^xxdcet 
payments  increase  total  volume  of  services  and  level  of  exppntiituTes  for 
physicicins'  services  for  mediccG.  care  consumers  under  age  65 
(Manning  et  al.  1988) .    Ihis  finding  is  consistent  with  the  original 
purpose  of  inposing  an  annual  deductible  and  a  20  percent  coinsurance  for 
services  covered  imder  Part  B  cis  a  volume  control  mechanism.    Without  seme 
cost  sharing,  beneficiaries  may  sinply  seek  all  care  that  premises  even 
minimal  benefit  or  uncritically  accept  physician  reccnnendations, 
regardless  of  how  costly  the  service  mi^t  be. 

A  number  of  factors  have  decreased  the  ininediate  real  out-of-pocket 
cost  of  physicians'  services.    Sane  suggest  that  this  has  increased 
beneficieury  demand  or  willingness  to  accept  additional  services. 
Inflation  has  reduced  the  real  costs  of  the  annual  deductible  to  Medicare 
Part  B  beneficicuries.    If  the  original  $50  deductible  established  in  1966 
had  been  increased  to  keep  pace  with  general  inflation,  the  deductible 
would  now  be  over  $180  instead  of  the  current  $75. 

Another  significant  factor  that  tends  to  decrease  the  cost  to  the 
beneficiary  for  an  additional  service  is  the  widei^jread  purchase  of 
"Medigap"  policies  that  often  cover  the  deductible  and  copayment.  Data 
from  the  National  Medical  Care  Utilization  and  Expenditures  Survey  for 
1980  (Garfinkel  and  Gorder,  1985)  show  that  approximately  70  percent  of 
beneficiaries  are  covered  under  some  type  of  Medigap  policy  (the  coverage 
of  these  Medige^  policies  varies,  but  they  often  cover  the  deductible  and 
coinsurance) .    Since  an  aiditional  10  percent  of  beneficiaries  are  covered 
under  Medicaid,  only  about  20  percent  of  beneficiaries  are  thought  to  be 
subjected  to  all  of  the  out-of-pocket  costs  associated  with  Medicare's 
statutory  deductibles  and  coinsurance. 

Another  factor  contributing  to  decreases  in  cost  per  service  to  some 
beneficiaries  is  the  increasing  assignment  rate  due  to  the  inplementation 
of  the  participating  physician  (PAR)  program  and  other  efforts  to 
encourage  physicians  to  accept  assignment.    Assi^iment  rates  have 
increased  frcm  slightly  less  than  50  percent  of  allowed  charges  in  1980  to 
about  80  percent  in  1988  (Table  3) .    Patients  \Aio  are  covered  by  Medigc?) 
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and  receive  services  from  a  PAR  physician  can  receive  covered  services  at 
no  cut-of-^xxiket  cost,  as  can  most  patients  covered  by  Medicedd. 

The  recent  inplementation  of  the  maxinum  aLLlowable  actual  charge 
(MAAC)  for  norpEurticipating  physicians  limits  the  amount  these  physicians 
can  increase  charges.    Since  January  1,  1987,  a  MAAC  is  ccnputed  for  each 
service  provided  by  each  norparticipating  physician  and  is  updated 
annucilly.    This  charge  limit  soonevdiat  reduces  out-of-pocket  costs  for  some 
beneficiaries  V    Costs  to  some  beneficiaries  will  be  further  rediioed  by  the 
recently  enacted  Medicare  catastrophic  Coverage  Act,  which  will  place  a 
cap  on  annucil  es^ienditures  by  beneficiciries. 

Fincilly,  there  is  thcu^t  to  be  a  relationship  between  personELL  inccnne 
and  demand  for  mediceil  services.    It  has  been  hypothesized  that 
beneficiciries  mi^t  increase  their  daooand  for  health  services  as  their 
income  increases.    For  example,  researchers  at  the  CcngressioneLl  Research 
Service  (CRS,  1988)  have  r^x>rted  that  frcm  1980  throu^  1985  real  incoroe 
of  persons  65  and  over  has  increased  someMhat  more  rapidly  than  for  cill 
hous^iolds  (11.3  percent  vs.  8.9  percent) .    Ihey  suggest  that  the  more 
r^id  increase  in  income  occurring  among  the  elderly  conpeured  to  the 
general  populati.on  mi^t  have  cavised  danand  for  hecdth  services  by 
Medicare  beneficiaries  to  have  increased  somevtot  more  rapidly  than  among 
the  general  population.    Given  the  large  percentage  of  Medicare 
beneficiaries  that  have  Medigap  policies  or  MedicsLLd,  and  the  increases  in 
assignment  rates  and  inplementation  of  MAAC  limits,  the  effect  of  income 
changes  is  liJoely  to  be  small. 
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CHAPIER  2 


RESEARCH  IN  SUPPCRT  OF  THIS  REPUKT 

Considering  all  the  inportant  factors  affecting  VI  that  have  occurred 
almost  sinultaneously,  it  is  difficult  to  separate  and  measure  their 
relative  influencae.    The  Department  made  an  extensive  effort  to  gain  nore 
information  about  VI  issues  and  to  re^xxid  to  the  congressional  mEUYiate. 
NatiOTal  trends  in  totcLL  adlowed  charges  for  physiciare'  services  were 
examined  by  HCEA  staff  using  national  Part  B  data  files.    The  Department 
ccHTsulted  with  nationally  recognized  health  research  experts  and 
cannissioned  four  extrarauraLl  reseeuxii  studies  to  provide  data  on 
geographic  variation  in  expenditure  growth  and  to  perform  a  wide  variety 
of  Vl-related  analyses.    These  four  extramural  studies  were  as  follows: 

(1)  CHER  studied  Part  B  claims  for  four  States  (Alabama,  Connecticut, 
Washington,  and  Wisconsin)  for  the  4-year  period  1983-1986. 
Total  physician  e}^)enditures  in  these  four  States  represent  about 
6  percent  of  the  national  total. 

(2)  Mcindex,  Inc. ,  analyzed  Part  B  cladms  for  1983  and  1985  for  five 
States  (Indiana,  Washington,  South  Carolina,  South  Dakota,  and 
North  DaJcota) ,  representing  about  5  percent  of  national  ^jending. 

(3)  The  Urban  Institute  studied  a  5  percent  national  sanple  of  clcdms 
for  1983  and  1985. 

(4)  The  University  of  Minnesota  Policy  Research  Center  performed 
theoretical  and  conceptual  analyses  of  several  VI  related  issues 
including  an  analysis  of  possible  RBRVS  inpacts. 

Each  of  these  four  studies  is  described  briefly  below. 

CHER.    CHER  attanpted  to  measure  the  inpact  of  the  recent  Medicare 
physician  fee  freeze  on  Part  B  exp&nditxjooes,  volume  of  services,  and 
coding  of  services.    As  part  of  this  effort,  CHER  disaggregated  per 
beneficiary  increases  in  eaqjeniiitures  into  portions  attributable  to 
different  ^pes  of  service,  specialties,  and  procedures.    Variations  in 
e^^)enditure  increases  acxoes  selected  geographic  areas  were  cdso 
examined.    Econcroetric  analyses  were  conducted  in  an  attaoopt  to  evaluate 
the  physician  fee  freeze  effects  viiile  adjusting  for  changes  in  physician 
supply  and  beneficiary  desoand,  as  well  as  for  inplanentation  of  the 
ho^itcU.  PPS  and  other  selected  payment  changes. 

To  study  these  issues,  CHER  analyzed  100  percent  Fart  B  clcdms  data 
from  four  States  (Alabama,  Connecticut,  Washington  and  Wisconsin)  for 
calendar  years  1983  throu^  1986.    This  time  period  included  an  18-month 
baseline  period  prior  to  the  physician  fee  freeze  (established  by 
P.L.  98-369)  from  which  to  establish  trends,  the  full  fee  freeze  time 
period,  and  a  7-month  period  following  the  freeze  for  Medicare 
participating  physicians. 
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Mandex.  Inc.    Under  cxrrtract  to  the  Assistant  Secretary  for  Planning  and 
Evaluation,  Mandex  studied  several  physician  payment  iss»¥=>s  including  an 
analysis  of  factors  accounting  for  the  rapid  growth  of  Medicare  Part  B 
payments  for  physician  services.    Exanples  of  factors  studied  include: 
(1)  increases  in  the  nuntoer  of  Part  B  enrollees  and  in  the  number  of 
beneficiaries  meeting  the  $75  deductible,  (2)  potential  use  of  more 
ccnplex  codes  by  physicians  v*ien  describing  services  performed, 
(3)  vtiether  there  were  increases  in  the  volume  of  services  provided  such 
as  additicaial  follcw-i:?)  visits  and  increased  ordering  of  ancillary 
services,  and  (4)  factors  related  to  the  iapleaoaentation  of  the  ho^ital 
PPS,  such  as  increases  in  surgical  services  provided  in  outpatient 
settings. 

These  analyses  are  being  conducted  over  tvro  phases  and  will  be  based 
on  100  percent  cladms  data  frcm  five  States  (Indiana,  Washington, 
South  Carolina,  South  Dakota,  and  North  Dakota) .    The  first  phase  has  been 
ccnpleted  and  covers  ccilendcir  years  1983  throu^  1985.    Ihe  second  phase, 
which  is  now  being  initiated,  will  cover  Ccilendcur  yecirs  1986  and  1987,  and 
will  also  include  claims  frcm  Pennsylvania,  Delaware,  and  the  District  of 
Columbia) . 

Urban  Institute.    Wider  the  sponsorship  of  the  NaticavLL  Center  for  Heedth 
Services  Reseeuxh  and  HeeLLth  Care  Technology  Assessanent,  with  si^lesnental 
funding  by  HCFA,  the  Urban  Institute  studied  a  variety  of  physician 
payment  issues,  such  as  geogrc^ihic  vsuriations  in  expenditures  and  factors 
responsible  for  Paort  B  expenditure  growth  between  1983  and  1985.  Both 
descriptive  ard  eoononetric  aneilyses  were  conducted  in  cin  attenpt  to 
e^lain  causes  of  Fart  B  esqienditure  growth.    Ihe  major  source  of  data  for 
these  analyses  is  frcm  a  5  percent  national  sample  of  beneficiary  claims 
records  (1983  data  were  frcm  the  Bill  Sunmary  File  and  1985  records  were 
frcm  the  EMAD  Benef ici2UY  file)  • 

University  of  Minnesota  Policv  Research  Center.    Ihe  University  of 
Minnesota  Policy  Research  Center,  vAiich  includes  researchers  at  both  the 
University  of  Minnesota  and  the  Wdversil^  of  Pennsylvania,  was  provided 
support  throu^  HCFA  to  stufy  three  issues  related  to  VI  of  physician 
services:  (1)  the  development  cind  ancdysis  of  edtemative  methods  to 
control  VI  of  physician  services,  (2)  examination  and  conparison  of 
Medicare  carrier  volume  controls  with  similar  practices  in  the  private 
health  insurance  field  and  (3)  consideration  of  the  potential  inpact  of 
iirplementing  an  RBRVS  on  VI  of  physicians  services. 

In  this  chaptpr  we  provide  an  overview  of  national  trends  in  VI,  then 
review  the  findings  of  the  first  three  studies  by  CHER,  Mandex,  and  the 
Urban  Institute,  \4iich  prcvide  trends  in  geographic  variation  and  atteaD[pt 
to  identify  and  disaggregate  factors  re^xxisible  for  VI  grcwth.  Findings 
frcm  the  fourth  study  by  the  University  of  Minnesota  Policy  Research 
Center  are  incorporated  in  the  chapters  vAiich  follcw.    All  three 
ind^jendent  studies  reviewed  in  this  chaptpr  attenpted  to  identify  and 
measure  these  factors  re^nnsible  for  Part  B  growth  using  a  different 
approach.    Each  study  used  different  statistical  techniques  and  selected 
different  e3q)lanatory  variables.    Note  that  during  part  of  the  period  that 
each  study  analyzed,  there  was  a  fee  freeze  (frcm  July  1984  thrcu^  April 
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1986  for  participating  physicians  and  Deoeanber  1986  for  norparticipatirq 
physicians) ,  so  increases  reported  by  these  studies  tend  to  be  lower  than 
the  16  percent  annual  ccnpound  rate  reported  for  the  total  progiam  over 
the  past  10  years. 


REXmr  NMTCNAL  TRENDS 

Table  2  shews  national  trends  in  total  allowed  charges-^  for  f*iysicians' 
services  ty  type  and  place  of  service  from  1982  throtqh  1987.    Durirq  this 
5-year  time  period,  total  allowed  charges  for  physicians'  services  grew 
frcm  $15.1  billion  to  $26.6  billion,  an  $11.5  billion  increase 
(76  percent) .    By  type  of  service,  the  ircreases  in  total  eaiowed  charges 
between  1982  and  1987  were  as  follows: 

o      Surgical  related  services,  including  surgery, 

assistant-at-surgery  and  anesthesia,  increased  by  85  percent  and 
accounted  for  42  peroait  of  the  overall  increase  in  expenditures 
for  physicians'  services. 

o      Mediccd  care,  primarily  physicians'  visits,  increased  by 

52  percent  and  accounted  for  an  additional  27  percent  of  the 
increase. 

o      Consultations  increased  by  127  percent  and  accounted  for 
6  percent  of  the  overall  growth. 

o      Diagnostic  radiology  services  increased  by  133  percent  and 

accounted  for  12  peroeit  of  total  growth.  Therapeutic  radiology 
services  increased  by  109  percent  and  accounted  for  2  percent  of 
oversdl  grcwth. 

o      Clinicsd  lab  services  increased  by  84  percent,  accounting  for 
11  percent  of  overall  growth. 


Inpatient  settings,    l^le  2  shows  that  allowed  charges  for  physicians' 
services  in  inpatient  settings  increased  hy  $2.5  billion  or  27  percent 
between  1982  and  1987.    The  largest  increase  during  this  period,  hcK^i^ever, 
occurred  between  1986  and  1987  (an  11  percent  increase) . 

The  increase  in  eaqsenditures  for  physicians'  services  in  iipatient 
settings  is  even  more  striking  because  it  oocuiTed  during  a  period  that 
Medicare  ho^ital  admissicns  and  days  decreased.    Table  4  shews  that 
Medicare  allowed  charges  for  physicians'  services  per  admission  increased 
between  1982  and  1987.    Notably,  allowed  charges  per  iipatient  admission 
increased  by  10.6  percent  betwe^  1986  and  1987. 

Between  1982  and  1987,  allowed  charges  for  irpatient  consultations 
nearly  doubled.    In  addition,  spending  for  physicians'  services  for 
inpatient  diagnostic  rzKiiology  services  increased  by  more  than  60  percent 


■•■Allowed  charges  include  Part  B  trust  fund  ej^jenditures,  beneficiary 
deductibles,  and  coinsurance. 
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during  this  period.    Ihese  increases  are  even  larger  when  cxrsidered  on  a 
per  admission  bcisis. 

Becaiise  Medicare  edlcued  charges  for  physicians'  services  increased  by 
leunger  amounts  in  other  settings,  there  was  a  significant  drop  in  the 
share  occurring  on  an  inpatient  basis.    In  1982,  before  PPS,  admission 
reviews  by  IVDs,  and  other  factors  influencing  hospital  usage,  62  percent 
of  eillcwed  charges  for  physicians'  services  were  for  inpatient  services. 
By  1987,  this  percentage  dropped  to  45  percent. 

Physicians'  offices.    Allowed  charges  for  physicians'  services  in  office 
settings  increased  102  percent  between  1982  and  1987,  accounting  for 
39  percent  of  total  growth.    During  this  period,  the  share  of  Medicare 
^jending  for  physicians'  services  in  the  office  went  feon  29  percent  to 
32  percent. 

Surgical  services.    About  one^lalf  of  the  increase  in  surgical  ^lending 
over  the  5-year  period  frcm  1982-1987  occurred  in  hospital  outpatient 
department  settings  (Table  2) .    E}q)enditures  for  surgical  services 
furnished  an  an  inpatient  basis  accounted  for  about  one-quarter  of  the 
growth  in  surgical  ^)ending  during  this  period,  primarily  because  of  an 
increase  frcm  1986  to  1987.    Ihis  ^)ending  was  generally  stable  from  1983 
to  1986  but  grew  by  almost  11  percent  from  1986  to  1987.    The  ranainder  of 
the  increase  primarily  occurred  in  office  settings  (20  percent) ,  with  cill 
other  places  of  service  cKxxxmting  for  5  percent  of  the  increase. 

Medical  services.    About  two-thirds  of  the  increcise  in  mediced  services 
frcm  1982  to  1987  occurred  in  office  settings.    Frcm  1983  to  1986, 
esqpenditures  for  medical  services  in  irpatisit  settings  actually  declined, 
probably  due  to  decreases  in  ho^ital  admissions  and  lengths  of  stay. 
Nonetheless,  1987  witnessed  a  total  15  percent  increase  in  medical 
services  ccnpared  with  1986.    Furthermore,  national  EMAD  data  for  1985  to 
1987  (Tables  5  and  6)  show  that  there  was  an  increased  use  of  more 
e^^Densive  codes  for  both  office  and  ho^ital  visits. 

Oonsultations.    Expenditures  for  consultations  grew  rapidly  in  all 
treatment  settings  (Table  2) .    About  59  percent  of  the  growth  in 
ea^jenditiires  for  oonsultations  occurred  in  iipatient  ho^itals,  32  percent 
in  office  settings,  6  percent  in  outpatient  ho^it2ds,  and  3  percent  for 
other  settings. 

Diagnostic  radiology.    During  the  1982-1987  period,  expenditures  for 
diagnostic  radiology  grew  by  almoBt  114  percent  (Table  2) .  About 
42  percent  of  this  growth  occurred  in  physician  offices,  31  percent  in 
outpatient  hospitals,  25  percent  in  iipatient  ho6pit2ds,  and  3  percent  in 
other  settings. 

CHER  FINDINGS 

CHER  (1988)  reported  that  expenditures  per  beneficiary  in  Alabama, 
Cainecticut,  Washington,  and  Wisconsin  ccniDined  increased  29.5  percent 
frcm  1983  to  1986.    Table  7  shows  that  the  increase  varied  frcm 
13.6  percent  in  Wisconsin  to  46.4  percent  in  Washington  State. 
Washington's  rapid  ^jending  growth  brou^t  its  per  beneficiary 
expenditures  up  to  the  levels  of  the  other  three  States. 
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Table  8  shcMS  that  increased  spending  cn  surgical  procedures  in  these 
fcur  States  was  by  far  the  most  inportant  source  of  spending  growth, 
aoocunting  for  35.8  percent  of  ^sending  and  41.3  percent  of  the  increase 
in  physician  payments,    ^^ecialized  tests  such  as  EGGs  accounted  for  oily 
5  percent  of  spending,  but  for  11  percent  of  spending  growth.    Table  9 
shews  that  payments  to  physicians  for  services  performed  in  outpatient 
departments  aand  ASGs  increased  by  over  260  perc&nt  durir^  the  3  years 
(from  $11.84  per  beneficiary  in  1983  to  $47.46  per  beneficiary  in  1986) . 
In  contrast,  there  was  virtually  no  growth  (1  percent  over  3  years)  in 
eiqjenditures  per  beneficiary  in  inpatient  settii^. 

Examining  trends  in  surgery  further,  CHER  showed  that  the  ranch  of  this 
increased  growth  was  accounted  for  by  a  small  number  of  diagnostic 
(e.g. ,  colonoscopies)  and  therapeutic  (e.g. ,  cataract  lens  inplants) 
surgeries  that  increased  rapidly  (Table  10) .    These  descriptive 
observations  suggest  that  the  development  and  dissemination  of 
technological  advances  may  be  a  prime  contributor  to  Fart  B  growth. 

C31ER  also  examined  data  for  office  and  ho^ital  visits  to  determine 
vAiether  there  has  been  a  shift  in  the  mix  of  codes.    CHER  found  that  the 
two  sinplest  follow^np  visit  codes  (minimal  and  brief)  have  declined  as  a 
percent  of  totad  visits,  whereas  the  more  ccnplex  visit  codes  all 
increased  in  frequency  (Table  11) .    CHER  cautions  that,  v*iile  there  is 
evidence  of  uprrxting,  it  is  not  possible  to  determine  the  cause  of  this 
i:¥xxxiing  with  certainty.    Although  physicians  could  be  \;pmding  an 
unchanged  mix  of  services  to  generate  additional  inocme,  the  shift  in  the 
mix  of  codes  used  may  reflect  a  hic^ier  level  of  services  provided. 

To  atteaoDpt  to  control  for  sinultaneous  changes  in  a  wide  variety  of 
variables  of  interest,  CHER  reseauxhers  attenpted  to  apply  a  regressicHi 
analysis  to  the  traids  in  Part  B  quantities  over  the  period  1983-1986. 
The  ind^)endent  variables  included  in  their  econcmetric  equations  included 
fcKTtors  such  as  nuniDer  of  physicians,  per  cs^ita  inccme  for  the  total 
population.  Medicare  inpatient  days  per  cs^ita,  heedth  maintenance 
organization  (I9C)  penetration,  and  degree  of  urbanization  as  well  as  an 
indirect  measure  of  the  effect  of  the  fee  freeze.    They  reported  that  the 
coefficients  in  their  regressions  suggest  that  growth  in  nuDobers  of 
physicians  was  a  strong  uuiitiibutor  to  physician  volume  increases.  CHER 
clciims  that  the  decrease  in  real  dollar  payments  during  the  fee  freeze 
contributed  modestly,  at  most,  to  volume  increases,  vAiereas  CHER  reported 
that  a  reduction  in  inpatient  days  contributed  to  volume  grcwth  in  a 
conplex,  delayed  way,  presumably  throu^  a  lagged  substitution  of 
physician  care  for  hospital  based  care.    CHER  speculated  that  its  findings 
suggest  that  inpatient  days  are  shc^  run  ccnplements  and  long  term 
substitutes  for  Bart  B  e>q)enditures.    This  suggests  that  over  the  short 
run  reductions  in  inpatient  days  produced  Part  B  savings,  but  that  over 
the  long  run  they  caused  physician  expenditures  to  increase. 

MANEEX  FIMDBIGS 

The  Mandex  (1988)  analyses  to  identify  and  expledn  factors  causing 
physician  e>^)enditure  growth  were  based  on  cm  ancQysis  of  exppnditirre  data 
ty  type  and  place  of  service  for  1983  and  1985.    The  principid  finding  was 
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that  beneficiary  growth  in  the  five  States  (Indiana,  Washingtcn, 

South  Carolina,  South  Dakota,  and  North  Dakota)  was  4.4  percent,  but  total 

outlays  grew  by  approximately  18.7  percent  ($138  million)  over  the  2-year 

period  (Table  12) .    Growth  ranged  from  a  low  of  10.5  percent  in 

North  Dakota  to  a  hi^  of  27.3  percent  in  South  Carolina. 

A  little  more  than  one-4icilf  (53  percent)  of  the  growth  in  ea^jenditures 
that  occurred  frcm  1983  to  1985  in  these  five  States  was  due  to  increases 
in  ambulatory  surgery,  primarily  in  outpatient  ho^ital  settings 
($53  million  of  the  total  $138  million  ejqjenditure  increase)  (Table  13) . 
Allowed  charges  for  iipatient  surgery  during  1983-1985  declined  by 
$3  millicn.    More  ocnplex  surgeries  resulted  in  a  doubling  of  the  average 
allowed  charge  for  outpatient  surgery. 

Growth  in  outpatient  surgery,  with  the  possible  escception  of  cataract 
surgery,  did  not  appear  to  substitute  for,  but  rather  st^leaanented, 
inpatient  ho^ital  surgery.    For  exanple,  even  if  it  were  assumpd  that  all 
the  observed  decline  in  iipatient  surgeries  held  been  shifted  to  outpatient 
d^)artinents,  only  8.3  percent  of  the  increase  in  outpatient  surgeries 
could  be  eaqjlainpd  by  this  shift.    The  growth  in  relatively  expensive 
outpatient  surgery  procedures  and  a  decrease  during  this  period  in  the 
volume  of  relatively  low  priced  laboratory  tests  due  to  changes  in  the 
billing  system  under  FPS  led  to  a  more  intense  mix  of  services  in  1985 
than  1983. 

Changes  in  office  visit  and  procedure  coding  and  increased  ordering  of 
ancillary  services  were  found  to  have  positive  explanatory  effects,  but  to 
account  for  only  appraximately  4  percent  of  the  total  increase  in  Part  B 
physician  services. 

In  an  ansdysis  of  overall  factors  contributing  to  eipenditure  growth, 
Mandex  r^)orted  that  21  percent  of  the  ejpenditure  increase  for  physician 
services  in  its  five  States  during  the  1983-1985  time  period  was  due  to 
fee  i:^xiates,  24  percent  due  to  Part  B  enrollment  increases,  20  percent  due 
to  increases  in  the  number  of  beneficiaries  vAio  used  services  and  for  yAKxa 
a  claim  was  submitted  to  the  carrier,  i.e.,  "cledmants, "  4  percent  from 
the  use  of  more  intensive  procedure  code,  i.e.,  "upooding,"  and  31  percent 
due  to  additional  services  and  eill  other  factors. 

URBAN  INSTriUlK  FINDINGS 

The  Urban  Institute  examined  e}q)enditure  growth  between  1983  and  1985 
by  region  using  a  5  percent  national  sample  of  beneficiary  cladms  frcm  two 
different  data  sources.    Urban  reported  that,  in  general,  the  New  England 
and  Middle  Atlantic  States,  as  well  as  the  Mountain  region,  had  the 
fastest  growth  rate  in  Medicare  expenditures  (19.1  percent,  18.8  percent, 
21  percent,  respectively) ,  whereas  the  East  Nbrth  Central  (11.5  percent) 
and  Pacific  (10.2  percent)  regions  had  the  sickest  grcwth  rates  for  the 
2-year  period  (Table  14) .    These  results,  along  with  results  from  the  two 
studies  above,  show  that  expenditure  growth  has  varied  across  geogre^iiic 
areas  and  types  of  service  and  that  these  differences  need  to  be 
ccsTsidered  vAien  developing  options  to  control  eopenditure  growth. 
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Ihe  UrbEUi  Institute  (1988)  also  performed  eooncnietric  anedyses  to 
examine  factors  re^wnsible  for  recent  changes  in  Medicare  outlays.  TJ« 
unit  of  analysis  for  its  stucty  was  type  and  place  of  physician  service, 
aggregated  hy  Metropolitan  Statistical  Area  (MSA) .    Areas  outside  of  an 
MSA  in  each  State  were  ccnbined  into  a  single  non-MSA  area. 

Based  on  the  regressicn  coefficients  of  these  aggregate  data,  Urban 
CCTicluded  that  the  most  important  factors  related  to  expenditure  growth 
during  this  period  were  the  increased  inocraes  of  the  elderly  and  increased 
cissignment  rates,  both  of  vAiich  increased  service  volume  by  about 
3  percent  during  the  2-year  study  period.    (Inccmes  of  the  elderly 
increased  by  about  13  percent  and  assignment  rates  increased  from 
51  percent  to  67  percent  during  this  period.)    Urban  also  believes  the 
introduction  of  new  technologies  plays  an  inportant  role  in  increasing 
expenditures  but  could  not  measure  this  factor.    Billing  changes  such  as 
the  termination  of  combined  billing  by  ho^itals  for  radiology,  pathology, 
and  other  services  also  contributed  to  physician  service  growth.  In 
contrast  to  OiER,  the  Urban  Institute  concluded  that  other  factors 
studied,  such  as  the  inplesonentation  of  FFS,  the  fee  freeze,  and  increased 
physician  si^ly  e^ipeared  to  have  snail  or  negligible  effects  on 
e^qienditure  growth. 

DISCUSSICN 

Descriptive  data  frcm  these  studies  provide  inportant  clues  as  to 
types  and  places  of  service  that  have  e}^)erienoed  the  most  growth  and 
factors  that  drive  exparHtime  growth  for  individual  px)cedures.  De^ite 
differences  in  methodololgy  and  data  sources,  these  three  studies,  cilcng 
with  results  from  an  earlier  study  on  trends  in  physician  ^tending 
(Fisher,  1988) ,  show  that  there  has  be^  dramatic  growth  in  aiobulatory 
surgery,  espedjaHy  for  cataract  surgery  and  procedures,  such  cis 
colonoscopies.    This  suggests  that  technological  developments 
(e.g. ,  flexible  scopes  and  the  extracs^suleur  technique  for  cataract 
surgery)  are  an  inportant  factor  ciffecting  growth.    Ihese  studies  cilso 
indicate  that  there  has  been  seme  v^xxding  of  visits  that  appears  to  vary 
in  amount  across  States. 

Many  of  the  surgical  services  with  hi^  rates  of  increase  would  ^ipear 
to  involve  three  kinds  of  ciiange  in  technology  and  clinical  practice: 
(1)  scne  services  (e.g.,  cataract  and  hernia  procedures)  mi^t  have  becone 
more  accessible  because  they  are  now  regularly  performed  in  outpatient 
settings,  or  involve  shorter  recovery  times  or  more  conplete  restoration 
of  function,  (2)  procedures  with  wide  c^lication  (e.g. ,  joint 
r^lacenients)  might  have  diffused  to  a  larger  nunber  of  providers  and 
centers,  and  (3)  sane  procedures  have  been  increasingly  used  for 
diagnostic  and  other  medical  reasons  (colonoscopy) . 

It  also  appears  that  the  medical  indications  for  many  hi^  grcwth 
services  are  not  well  defined.    For  exanple,  the  clinicEJ.  threshold  at 
which  procedures  such  as  cataract  surgery  or  joint  r^laceraents  are 
indicated  is  unclear,  and  the  indications  for  diagnostic  procedures  such 
as  colonoscopy  is  debatable. 
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Hie  descxiptive  findings  also  suggest  that  to  the  esctent  that  surgery 
r^resents  the  largest  single  ocnpGnent  of  the  increase  in  allowed 
charges,  outpatient  surgery  does  not  appear  to  substitute  for  inpatient 
surgery.    The  findings  do  not  provide  strong  evidence  that  outlay  growth 
resulted  primarily  fram  a  PPS-induced  shift  in  services  outside  the 
ho^ital. 

The  econometric  analyses,  v*iich  attampted  to  disaggregate  ^jecific 
causes  of  growth,  hcKi^sver,  contain  a  number  of  inportant  technical 
limitations.    For  example,  neither  CHER  nor  Urban  were  able  to  directly 
measure  recent  technological  develcpraents  and  growth  in  ASGs,  and  both  had 
significant  emitted  variables,  such  as  reductions  in  non-Medicare  hospital 
use.    CHER  did  not  consider  the  effect  of  reductions  in  cost  of  service  to 
the  beneficiary  v^ch  mi^ht  have  resulted  from  increased  assignment  rates. 

Further,  most  of  the  factors  considered  in  these  studies  are  hi^ily 
correlated.  For  exanple,  the  Medicare  fee  freeze  coincided  with  most 
ho^itals  ccming  under  FPS.  In  addition,  because  costs  to  patients  and 
revenues  for  physicians  tend  to  be  lower  (all  other  things  being  equal) 
\*iere  assigrment  rates  are  hi^ier,  it  is  difficult  to  determine  v*iether 
patient  or  physicicui  behavior  drove  any  volume  change. 

In  addition,  all  three  studies  focus  on  a  relatively  short  time 
period,  v^ch  ma]ces  it  difficult  to  establish  trends.    The  Urban  and 
Mandex  analyses  were  conducted  using  aggregate  data  for  only  2-calendar 
years,  1983  and  1985.    The  story  that  mi^it  emerge  ^xm  selecting  two 
other  time  periods  mi^it  be  nuch  different.    For  exanple,  the  more  recent 
data  in  Table  2  suggest  that  current  trends  may  differ  from  vtot  existed 
during  the  1983-1985  period.    CXitpatient  surgery  grew  miich  more  rs^idly 
frcm  1983  to  1985  (300  percent  increase  over  2  years)  than  from  1985  to 
1987  (67  percent  increase) .    Also,  there  was  a  decline  in  inpatient 
surgery  spending  from  1983  to  1985  (2  percent  decrease)  but  a  fadrly  large 
recent  increase  (frcm  1986  to  1987  there  wcis  an  increase  of  almost 
11  percent) . 

It  should  be  noted  that  the  Itemdex  findings  regarding  additional 
clcLunants  require  further  analysis  and  clarification.    For  exanple,  the 
^ipearance  of  these  new  cledmants  mi^it  be  an  artifact  of  increased 
provider  submission  of  claims  resulting  frcm  increased  assignmoit  rates 
during  the  period.    Scne  beneficiaries  receiving  imassigned  services  vAiose 
charges  do  not  exceed  the  deductible  mi^it  not  bother  to  file  their  claims 
with  their  carrier.    Thus,  these  new  claimants  mi^it  sinply  have  total 
annual  charges  that  cluster  about  the  deductible  and  thus  not  contribute 
meaningfully  to  eaqpenditiire  increases  for  Medicare. 

In  sumnary,  the  descriptive  data  from  these  studies  have  provided 
valuable  new  information  about  VI  growth,  but  it  is  not  possible  to 
attribute  eaqpaYiiture  growth  over  the  past  few  years  to  ^)ecific  causes. 
The  physicians'  services  marioet  is  (^namic,  with  many  recent  changes  in 
payment  methodologies  by  private  payers,  technology,  medical  practice, 
physicieui  supply,  reductions  in  out-of-^)ocket  costs  per  service,  and  many 
Medicare  program  changes,  such  as  the  fee  freeze,  inplementation  of  the 
PAR  and  FRO  programs,  and  changes  in  lab  billing.    These  inportant  factors 
are  hi(^y  correlated  with  one  another  and  cannot  be  easily  measured  or 
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disentangled.    Analysis  has  been  fu2±her  limited  by  a  lack  of  long  term, 
detzdled,  national  time  series  data,  and  by  data  measurement  problems.  In 
addition,  we  do  not  know  the  vedije  of  ewiditional  sexvioes  to  the 
beneficiary.    As  a  result,  no  firm  conclusions  about  causes  of  VI  growth 
can  be  reached  from  the  eocncmetric  analyses.    A  similar  oonclusion  was 
cG.so  reached  by  many  heedth  eoonondsts  and  researchers  y^ho  attended  a 
workshop  in  Nbvesober  1988  on  Medicare  Part  B  volume  isfa.ti?s  ^xnsored  by 
the  Iftiiversity  of  Pennsylvania's  leoneund  IJavis  Institute  and  the 
AMA,  (1989) .    It  is  likely  that  nultiple  factors  including  payment 
incentives,  technology,  physicisui  willingness  to  provide  services,  and 
factors  related  to  beneficiatry  deanand  for  services  have  all  contributed  to 
VI  growth. 
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CHAPTER  3 


EXFGRIEIICE  WITH  VDUIME  OCNIPDL  STOATEEIES 

In  this  chapter  v*e  difyaiss  the  e5q)erienoes  of  Medicare,  Madicadd, 
private  insurers,  and  Canada  with  volume  cxntrol  strategies  for  physician 
services. 

Medicare  Program.    Medicare  law  specifies  that  payment  will  be  made  only 
for  iteaoas  and  services  that  are  reasonable  and  necessary  for  the  diagnosis 
or  treatment  of  illness  or  injury  or  to  inprove  the  functions  of  a 
malformed  body  meiDber.    The  law  further  assigns  re^xxcibility  to  ceurriers 
to  assure  that  this  requirement  is  executed.    The  process  by  v*iich 
carriers  perform  this  re^xnsibility  is  referred  to  as  medical  review, 
vAiich  is  conducted  cn  either  a  prepayment  or  postpayment  basis.  This 
section  sunmarizes  Medicare  program  and  carrier  e^qierience  with  prepayment 
and  postpayment  review.    (See  Appendix  B  for  additional  details.) 

Prepayment  review.  Prepayment  review  involves  the  identification  and 
review  of  cleQins  for  selected  services  that  exceed  a  pre-established 
frequency  threshold  throu^  the  use  of  ccnputer  edits  (medical  review 
screens) .    Claims  are  suspended  for  procedures  that  exceed  the  established 
normative  frequency  for  a  defined  time  period  (medical  review 
parameters) .    HCFA  currently  mr»nriFitf?s  13  prepayment  screens  that  must  be 
utilized  by  all  carriers.    In  addition,  carriers  are  free  to  use 
additional  cost-effective  local  screens. 

Claims  that  are  identified  for  more  intensive  review  are  manucilly 
examined  in  accordance  with  mediczil  policy  that  is  developed  by  each 
carrier's  medical  director,  in  consultation  with  appropriate  medical 
professionals.    Depsiding  on  the  degree  of  ccnplexity,  the  determination 
on  each  clcdm  may  be  made  by  trained  claims  personnel,  nurses  or 
physicians.    In  addition  to  volimie  controls  eMzhieved  by  the  use  of 
frequency  screens,  a  nmber  of  screens,  primarily  in  the  area  of  visits, 
cKldress  intensity.    For  example,  claims  for  ocnprehensive  office  visits 
are  su^iended  if  they  exceed  one  in  180  days.    Subsequent  medical  review 
may  result  in  reduction  to  an  intermediate,  extended  or  other  lower  level 
of  service. 

During  FY  1989,  carrions  spent  about  $56  million  to  conduct  prepayment 
review  on  about  57  million  claims.    According  to  data         the  CXiarterlv 
Carrier  Medical  Review  Reoort.  pr^>ayment  review  provides  approximately 
$10  in  program  cost  sacvings  for  each  administrative  dollar  spent  in 
sii^port  of  the  program. 

Postpayment  review.  Pcjst^yment  review  is  conducted  by  the  ccirriers  at 
the  individual  provider  level.    Carriers  select  individual  providers  for 
intensified  review  through  a  variety  of  techniques,  such  as  reviewing 
practice  patterns  for  hi^  volume  procedures.    Providers  are  also 
identified  for  review  based  on  information  frcm  a  variety  of  other  scurces 
including  beneficiary  ocnpladnts  and  the  Office  of  the  Inspector  General 
(OIG) .    The  postpayment  process  requires  the  carrier  to  select  a  sanple  of 
cladms  for  each  provider  identified  for  postpaymait  review.  Historically, 
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e^proKimately  3  percent  of  prcviders  are  selected  annually  for  review 
(about  20,000  in  PY  1988). 

Modiccil  records  for  selected  providers  are  reviewed  to  determine 
v^ther  possible  overutilizaticn  abuse  or  fraud  can  be  established  cis  a 
preliminaiY  finding.    Providers  with  aberrant  practice  patterns  aure  given 
the  cpportunity  to  review  findings  with  the  carrier  mediccJ.  director. 
D^)ending  on  the  outccme,  a  host  of  progr^sively  severe  administrative 
acticxTs  my  be  initiated,  depending  on  case  findings,  including  referral 
to  the  OIG  for  civil  or  criminal  action,    carriers  refer  z^roximately  400 
cases  annually  to  the  OIG. 

During  FY  1988,  HCEA  spent  about  $14  million  on  postpayment  review. 
Using  current  techniques  that  measure  only  actual  sacvings,  carrier 
quarterly  r^»rts  indicate  that  postpayment  review  saves  $1-2  in  program 
dollars  for  each  administrative  dollar  e}^)ended.    Both  HCFA  and  the 
ccirriers  regard  the  postpayment  process  as  an  effective  deterrent  to 
overutilizaticn,  de^ite  the  fact  that  demonstrating  a  hi^  cost-benefit 
has  been  difficult.    Many  of  the  benefits  of  post^yment  review  are 
indirect  and  difficult  to  quanti^,  causing  the  full  value  of  the  program 
to  be  understated.    Postpayment  review  can  provide  significant  but 
unmeasured  satvings  thrcu^  avoided  costs,  such  as  thrcu^  a  sentinel  and 
educational  effect  in  the  physician  ccnnuni'ty  which  helps  reduce 
inappropriate  billings. 

Medicaid  use  of  case  management.    Many  State  Nadiccdd  programs  have 
adopted  manciged  care  initiatives  involving  freedon  of  choice  waivers 
authorized  by  cyBBh  1981.    ManEiged  care  is  perceived  by  these  States  cis  an 
ciltemative  to  the  control  of  utilization  and  esqienditures  thrcu^ 
limitations  on  eligibility  or  payment.    By  far  the  most  popular  Medicaid 
managed  care  initiative  is  primary  care  case  management  (POCM) .  By 
S^^tember  30,  1986,  over  half  the  States  (32)  had  made  125  WEdver  requests 
for  82  different  programs.    Of  the  62  waivers  approved  by  HCFA,  about 
three  quarters  were  inplemented,  and  over  one  hedf  were  still  in  force  in 
late  1986  (Bell,  1987). 

Detcdled  case  studies  of  six  POCM  programs  were  conducted  by  James 
Bell  Associates,  Inc. ,  for  HCFA  under  the  Madicaid  Program  Evaluation. 
The  programs  studied  —  Oolorskdo,  Kansas,  Michigan,  Nevada,  Utah,  and 
WiscCTJsin  —  included  one  fee-for-service  model,  three  mixRd 
fee-for^-servioe  and  CE^itaticn  models,  and  two  capitated  risk  sharing 
models  that  covered  the  range  fran  strictly  mandatory  to  fully  voluntary 
enrollment  and  fron  limited  to  statewide  iii|)lenentation. 

All  six  case  study  PCCMs  reported  savings.    Net  savings  per 
beneficiary  enrolled  in  a  POCM  across  the  study  sites  ranged  fron  $25  to 
$178  per  year,  which  represented  from  1  to  15  percent  of  vAiat  estimated 
Medicaid  expenditures  would  have  been  for  stucfy  enrollees  without  POCM. 
Savings  were  occurring  where  intended,  among  recipiaits  vho  would  lilcely 
overuse  and  inc^prcpriately  use  services  otherwise.    In  addition,  de^ite 
reducing  utilization  and  expenditures  in  the  six  States,  POCM  did  not 
c^jpear  to  adversely  erffect  the  quality  of  care.    Moreover,  many  providers 
and  administrators  felt  that  increased  continuity  of  care  was  a  positive 
benefit  of  the  program.    Overall,  the  evaluators  concluded  that  POCMs 
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appeared  to  provide  access  to  quality  services  vdth  modest  savings,  but 
that  designing  and  inplesnenting  a  Medicaid  case  managanent  program  is  a 
very  costly  and  ccnplex  undertaking. 

The  savings  reported  in  Medicaid  POCMs  have  been  modest  (0.6  to 
5.4  percent  of  avercige  total  acute  care  costs  in  the  six  case  stixiy 
States)  because  of  the  hi^  administrative  costs  in  inpleoaenting  and 
maintaining  the  program.    The  evaluators  estimated  if  PCXMs  were  expanded 
to  include  the  full  target  populations  of  the  six  sites,  savings  of  1.5  to 
4.0  of  total  acute  care  eiqjenditures  mi(^t  be  reached.    For  scce  States 
this  may  be  simply  too  snail  to  warrant  the  e^iditicnal  manetgerieLL , 
administrative,  data  processing,  reporting,  and  monitoring  attention 
needed  to  inplement  such  systems.    States  and  other  entities  oontarplating 
such  systems  were  cautioned  to  be  prepared  to  invest  substanticLL 
administrative  resources  into  planning,  starting,  and  monitoring  a  new 
case  management  program,  v*iatever  its  basic  stmcture,  and  to  expect  only 
modest  savings. 

Private  payers.    As  part  of  its  HCFA  sponsored  study,  the  Wiiversity  of 
Pennsylvania/ttiiversity  of  Minnesota  Policy  Research  C3entjer  surveyed  132 
different  health  insurance  plans  (Pauly  et  al.,  1988)  operated  by  111 
ccoraercial  health  insurance  Ccunriers  that  are  members  of  the  Heedth 
Insurance  Association  of  America  (HIAA) .    Study  data  were  collected  via  a 
supplementary  questionnaire  to  the  annu2d  survey  by  HIAA;  120  of  the  plans 
responded.    Overall,  survey  results  indicate  that  these  private  cEirriers 
continue  to  pay  for  services  primarily  using  traditional  fee  for  service 
methods;  111  of  the  120  plans  re^xnding  to  the  survey  indicated  that  they 
pay  using  usu2lL  and  customary  charges,  and  only  6  indicated  that  they  use 
any  type  of  a  controlled  payment  method,  such  cis  discounting  fees,  fee 
schedule,  or  ce^itated  methods  as  their  most  ccnraon  or  typiccil  payment 
method. 

Private  payers  use  a  variety  of  volume  control  strategies. 
Utilization  review  is  the  most  pcpuleu:  method  of  controlling  hoepitcil  use, 
and  most  conpanies  use  more  than  one  method.    For  exanple,  all  reported 
having  programs  involving  pre-admission  certification,  109  use  concurrent 
revievr,  and  85  use  retroqjective  review  of  inpatient  care.    The  inpact  of 
these  utilization  review  programs  can  only  be  rou^ily  estimated.    (XHy  69 
conpanies  had  fomally  evaluated  the  effect  of  pre-admission  review:  of 
these,  56  reported  that  their  evaluation  indicated  pre-admission  review 
reduced  expenditures  by  an  anrerage  of  7  percent,  1  indicated  the  program 
increased  costs,  and  the  rerasdnder  were  undecided  or  did  not  know. 

Seme  insurers  use  other  methods  to  control  VI:  36  do  retro<^»ctive 
review  of  outpatient  care,  22  repealed  that  they  recede  seme  cleiims  vt)en 
necessary  to  more  accurately  reflect  the  level  of  services  provided 
(e.g. ,  recede  a  new  patient  visit  to  an  established  patient) ,  15  reported 
bundling  of  physician  services  into  broader  categories  than  visits  or 
procedures,  such  as  per  episode  payments,  and  13  provide  physician 
profiling  cuid  feedback. 

The  HIAA  survey  also  requested  information  regarding  these  insurers' 
preferred  provider  organization  (PPO)  business.    Fifty-seven  of  the  132 
plans  indicated  that  they  also  have  PEO  arrangemoTts  in  \*iich  they  use  a 
variety  of  methods  to  reimburse  pl^icians.    The  most  ocmnon  form  of  PPO 
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reinixtrsement  is  discxxinted  xjsoal  charges  and  fee  schedules.  Fifty-five 
of  the  fixns  reepGnding  estimated  thsy  received  an  average  disoGunt  of 
about  14  percent  of  the  physician's  usual  charge.    Volume  control  methods 
lised  by  these  FFOs  is  generally  limited  to  utilization  revn.ev  and  benefit 
incentives  to  channel  patients  to  cost  effective  providers. 

Many  ccnmerciaJ.  health  insurers  also  appear  to  be  positive  about  their 
e^qierience  with  case  managanent  of  heedth  cledms  and  believe  that  case 
managanent  is  a  premising  conponent  of  managed  care.    In  eiddition,  the 
survey  indicated  that  ocranercial  insurers  felt  that  case  manageooent  was 
more  effective  in  containing  costs  than  other  cost  containnent  methods, 
such  as  pre-admission  certification,  concurrent  review,  retiobpective 
reviesa,  and  mandatory  second  opinions  for  surgery.    Another  HIAA  survey 
shewed  that  81  percent  of  all  grotp  insurance  plans  offer  case  management 
because  of  its  perceived  cost  contzdnment  baiefits  (Schramn,  1988) . 

Volume  control  experience  in  Canada.    The  Canadian  eoqierience  with  regard 
to  volume  and  eaqgniitirre  control  has  possible  inplications  for  control  of 
Medicare  esqsenditures.    Ihe  absolute  level  of  Canadian  health  care 
expenditures  per  capita  is  well  under  that  of  the  United  States 
(Table  15) .    Nevertheless,  the  Canadian  e3q)erience  in  controlling 
esqsenditures  nust  be  discussed  in  the  context  of  its  health  care  system. 
Since  1971  every  Csuiadian  province  has  pedd  for  physician  services  under  a 
ccirprdiensive  and  universad  health  insurance  program.    There  is  only  one 
payer  for  each  province  and  fee  levels  for  physicians'  services  are 
negotiated  between  provincial  government  health  representatives  and 
professional  associations.    Althou^  each  province  has  a  unique  payment 
system,  in  general  terms,  the  medical  associations  determine  the  fee 
levels  for  eadi  service  and  negotiate  annual  percentage  increases  in 
payments  with  the  provincial  governments.    In  effect,  the  approach  is  to 
control  total  expenditures  throu^  adjusting  fee  levels  rather  than 
attearrpt  to  directly  manage  or  control  volume.    The  stnK±ure  varies  from 
province  to  province  with  Qvber  having  the  most  stringent  controls.  The 
Canadian  Federal  Govemnent  provides  sUung  incentives  to  provincial 
governments  to  control  costs  by  providing  each  province  with  a  single 
fixed  payment  to  cover  all  services  provided  during  the  year.  (See 
Barer  et  ed.,  1988,  or  Ixxnas  et  al.,  1988,  for  additional  details.) 

While  Canada  appears  to  hatve  been  more  successful  in  controlling  fees 
and  overall  physician  expenditures  between  1970  and  1985,  their  VI  qrcMth 
has  been  saoa^t  more  Tcapid  than  that  for  the  U.S.    Utilization  per 
capita  between  1970  and  1985  increased  by  67.8  percent  in  Canada  versus 
49.4  percent  in  the  U.S.    Frcm  1980  to  1985,  however,  utilization  per 
c^ita  increases  in  the  U.S.  exceeded  those  in  Canada  (13.9  percent  vs. 
11.1  percent) . 
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CHAPTER  4 


OPnCNS  FCR  OCNIRDIIING  THE  IMPACT  OF  VI  GRDWIH  ON  MEDICARE  OlfTIAYS 

The  reseeuxh  findings  discussed  earlier  have  made  a  significant 
cxxitributicn  to  the  ansilysis  of  the  VI  growth  by  identifying  \.^Tere  recent 
grcwth  has  oocuired^  by  type  and  place  of  service,  and  by  identifying 
types  of  procedures  growing  most  rapidly.    For  exanple,  recent  growth 
c^Dpears  to  have  been  most  rapid  for  surgiczLL  procedures  such  as  cataract 
surgery  and  colonoscopies,  radiological  procedures,  such  as  CT  scans  and 
magnetic  rescnanoe  imaging,  and  for  ^jecisd  tests  such  as  EOGs,  other 
cardiac  tests,  ophtheQmoscopy,  and  others.    Much  of  this  growth  has 
occurred  in  ambulatory  settings. 

As  we  have  se^,  howsver,  the  physician  services  martet  is  volatile, 
and  research  occpleted  thus  far  does  not  permit  us  to  cleeurly  identify 
specific  causes  of  recent  growth.    Changes  in  the  health  care  enviiomusnt, 
such  as  Medicare  FPS,  developnent  of  FRDs,  rising  assignooent  rates, 
increased  use  of  outpatient  surgery,  and  fee  freezes  may  have  ccxitributed 
to  recent  VI  growth,  but  VI  growth  is  a  powerful  trend  with  many  causes 
that  has  continued  for  many  years  and  may  be  expected  to  continue  long 
beyond  these  influences.    Further,  we  have  no  information  as  to 
c^rcpriateness  of  this  growth  or  its  benefit  to  patients.    Hxus,  it  is 
inportant  to  consider  a  wide  range  of  options  for  controlling  the  iTtpact 
of  VI  growth  on  Medicare  outlays  because  there  does  not  appear  to  be  any 
one  solution  to  the  VI  problem.    Uiis  che^jter  examines  four  general  types 
of  optioTs: 

A.  Aggregating  payments 

1.  Cs^itation 

2.  GeogrE^]hic  capitation 

3.  Riysician  capitation 

4.  PP06  and  other  managed  care  arrangesnents 

5.  Bundling  of  physician  and  facility  payments/physician 

UBCb 

6.  Other  bundling  options 

7.  Imaroved  coding/definition  of  services 


B.  Incentives  targeted  to  beneficiaries 

1.  Beneficiary  cost  sharing 

2.  Second  surgiced  opinions 

C.  Infliiencing  physician  decisionmaking 

1.  Clinical  guidelines  and  effectiveness  research 

2.  Utilization  review  and  coverage  policy 

3.  Conflict  of  interest  rules 

4.  Adjusting  payments  for  services 

D.  G3xiwth  targets 
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In  evaluating  these  options,  we  cxsnsider  their  ability  to  control  the 
effect  of  VI  growth  on  outlays,  their  acaministrative  costs  and 
feasibility,  and  their  li]cely  effect  on  the  e^rcpriateness  of  nediccil 
care,  on  beneficiary  liability  and  access  to  care,  and  on  physician  and 
beneficiary  behavior. 

Aaareaatina  payments.    The  purpose  of  making  ciggregate  payment  for  a  grxx?) 
of  services  is  to  encourage  the  provider  or  entity  that  receives  the 
payment  to  provide  care  efficiently.    Ihere  are  few  incentives  to  provide 
unnecessary  services  because,  unlike  fee-for-service  ^stanns,  there  is  no 
additional  payment  for  additioneO.  services. 

CaoitatiCTi.    Historically,  capitation  has  been  the  most  efficient  way  to 
caTstrain  health  care  costs  (Inft,  1978;  Manning  et  clL.,  1984) .    Vndsr  a 
capitated  e^roach.  Medicare  makps  a  single  payment  in  ekdvance  for  all 
covered  services  for  each  beneficiary.    In  contrast  to  fee-for-service 
based  payment  systeaoos,  capitated  systegoos  provide  incentives  for  providers 
to  sinultanecusly  control  price  and  VI,  and  they  create  a  mechanism  to 
ccsitrol  Mediceure  outlays.    Capitated  systems  have  a  number  of  related 
advantages;  a  reduced  level  of  Federal  regulation  can  be  achieved,  for 
exairple,  because  the  capitated  system  can  be  assigned  res^xxisibility  for 
payment  details.    Ce^itated  systesns  have  greater  ce^city  to  identify  and 
correct  VI  related  prcblens  at  the  local  level.    Within  a  capitated  plan, 
physicians  have  autoncny  to  make  appropriate  clinical  decisions  yet  are 
more  able  to  coordinate  the  total  costs  of  care  with  other  providers  and 
administrators. 

Previous  research  has  shown  that  HM3s  achieve  most  of  the  savings 
thrcu^  lower  ho^it£Ll  utilization.    Patients  enrolled  in  HMDs  had  cis  much 
cis  35  percent  lower  rates  of  ho^itcd  use  as  ccnpEired  to  those  enrolled  in 
traditional  fee-for-service  plans  (Iiift,  1981;  Scitovsky,  1981; 
Manning  et  al.,  1984) .    HMDs  mi^t  substitute  less  expensive  physician 
care  for  hospital  care;  luft  (1981)  reported  that  HMD  enrollee  use  of 
out^tient  and  physician  services  is  about  10  percent  hi^ier  than 
enrollees  in  conventional  plans. 

In  theory,  capitation  creates  incentives  for  providers  to  underserve 
patients,  but  research  has  not  revealed  evidence  that  the  quality  of  care 
under  cs^itated  systaoos  is  inferior  to  that  under  conventional  care 
(e.g..  Ware  et  al.,  1987).    Capitated  care  is  suooessful  and  wide^read  in 
the  United  States,  and  the  nuniDer  of  Medicare  beneficiaries  enrolled  in 
capitated  systaoos  has  doubled  in  the  last  5  years.    Nevertheless,  only 
3  percent  of  Medicare  beneficiaries  are  enrolled  in  capitated  systems  and, 
even  with  continued  stiuiy  growth,  other  strategies  are  necessary  for  the 
short  and  medium  term. 

Geographic  capitation.    A  geogrs^iiic  ce^itation  system  would  pwt  an 
organization,  such  as  an  insurer,  at  risk  for  physicians'  services 
provided  to  all  Medicare  baieficiaries  living  in  a  geographic  area,  such 
as  a  State  or  carrier  service  area.    In  effect,  the  Federal  Government 
would  buy  the  Medicare  baief  it  package  on  behalf  of  all  Medicare 
beneficiaries  in  an  area  at  a  fixed  price  frcm  a  single  underwriting 
entity  (Bumey  et  al.. 
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1984) .    This  single  entity  cxuld  be  at  full  risk  for  any  differenoe 
between  the  t2u:get  budget  and  actual  expenses.    Occpetiticxi  could  be 
enocuraged  by  permitting  beneficiaries  to  enroll  in  other  capitated  plans 
in  the  same  cirea. 

IftxJer  this  approach,  Medicare  mi^it  be  able  to  take  advantage  of  the 
benefits  of  deeding  with  cs^itated  entities  without  all  beneficiauries 
enrolling  in  HMDs  or  other  cc^itated  plans.    A  key  advantetge  of  geographic 
c^itation  is  that  it  could  preserve  traditional  Mediaire  for 
beneficiaries  while  providing  a  cap  on  total  Federal  liability  for  the 
program.    The  capitated  entity  could  offer  Medicare  beneficiaries  a  choice 
of  plan  opticxTS  that  have  cost  control  features.    A  concern  about 
geographic  cE^)itation,  however,  is  that  it  mi^t  discourage  ccnpetiticn  if 
large  insurers  hpyrmp  even  more  dominant  in  their  market.    Sane  critics 
have  argued  that  geographic  underwriters  would  need  to  be  regulated  like 
utilities. 

Fhysicicui  capitation.    Another  edtemative  to  maJcing  capitated  payments 
for  cill  Medicare  services  would  be  to  make  a  capitated  payment  to 
physician  groi^js  that  would  cover  seme  or  all  Part  B  services.    As  with 
total  capitation,  physician  ce^itation  shifts  the  risk  of  increasing  VI 
frcm  the  Govemnent  to  the  physicians,  therei:iy  changing  incentives. 

Services  covered  could  include  all  physician  services  or  a  package  of 
selected  services,  such  as  prinary  care  alarq  with  outpatient  laboratory 
and  x-rays.    Ihe  individued  primary  care  physician  or  group  practice  could 
receive  a  Cc^itated  payment  for  the  primsury  care  of  eac^  enrolled 
beneficieuy.    Vtiile  the  primciry  care  physiciams  mi^t  also  be  put  at  risk 
for  services  performed  by  s^)ecia lists,  it  would  probably  be  difficult  for 
individual  primary  care  physicians  to  control  services  performed  by 
specicilists. 

An  advantage  of  physician  capitation  is  that  the  total  amount  of  risk 
is  less  than  when  all  services  are  capitated  because  the  relatively  more 
expensive  hc^itcd  costs  are  excluded  fron  the  cc^itated  payment.  Ihus, 
relatively  small  organizations,  such  as  modest  sized  group  practices, 
could  hpnrmp  capitated  providers  for  seme  services.    As  is  true  for  other 
capitated  plans,  Medicare  would  need  to  monitor  access  to  and  qucility  of 
care  to  ensure  that  necessary  services  are  not  denied. 

PPOs  and  nhyv*^-  mnr)t*ef»^  f^ye  arranoe^Ttm^-    A  PPO  is  a  network  of  providers 

agree  to  provide  health  care  services  at  lower  than  usual  fees  in 
exchange  for  expected  advantages,  such  as  piuiijit  payment  and  an  increased 
volume  of  patients.    Uie  savings  from  PPOs  are  generally  achieved  thrcu^ 
efforts  such  as  utilization  review,  ho^ital  pre-certification,  concurrent 
review  of  irpatieit  days,  discounted  fees,  and  directing  patients  to 
preferred  providers,    ^jecific  operating  procedures  and  program 
characteristics  vary  among  PPOs  and  other  managed  care  arrangements,  tut 
physicians  participating  in  them  generally  agree  to  accept  intensive 
utilization  review,  vAiich  includes  the  measurement  of  rates  and  patterns 
of  services  that  are  provided. 


4-3 


One  method  to  cxxrtrol  expenditures  is  to  enploy  case  management 
techniques  as  a  method  of  OGntrolling  expenditures  for  especially 
ei^ensive  patients  throu^  directly  managing  use  of  services,  offering 
specicil  benefits,  and  directing  patients  to  pettticular  sources  of  care. 
CSase  manctgoonent  may  be  targeted,  for  exanple,  to  patients        have  been 
diagnosed  as  having  conditions  associated  with  hi^  costs,  those 
recanoended  for  a  high  cost  surgiccil  procedure  (e.g. ,  coronary  eoctery 
bypass  grEifts)  or  those  with  e}q)enditures  that  hacve  edread/  escceeded  a 
preset  limit.    As  discussed  earlier,  many  State  Medicaid  programs  have 
adopted  managed  care  initiatives,  including  the  manctgement  of  primary 
care. 

HCFA  is  developing  a  PPO  deraonstration  involving  five  sites  to  test 
the  feasibility  of  offering  Medicare  beneficiaries  the  option  of  receiving 
managed  health  care  services  on  a  fee-for-servioe  basis.    If  successfully 
dancsistrated,  it  is  expected  that  Medicare  FPOs  will  add  to  the 
Department's  overall  strategy  for  inproving  the  health  care  systan  throu^ 
ccnpetition  and  expanded  beneficiauy  choice,  vMle  offering  a  means  to 
ccntrol  the  incresusing  volume  of  sen^ices  and  cissociated  hecdth  care 
expenditures.    Uhder  this  demonstration,  loced  beneficiaries  in  each  test 
site  will  be  given  the  option  to  use  PPO  physicians.    Those  that  do  will 
be  encouraged  to  use  the  more  cost  effective  PPO  physiciams  thrcu^  a 
variety  of  incentives,  such  as  reduced  out-of-^xxdoet  costs  or  additional 
services. 

Bundling  physician  and  facility  pavments/ohysj-cian  ERGs.    At  present. 
Medicare  malces  a  separate  pav^rnent  for  each  physician's  service  and  also 
makes  a  payment  to  the  facil   ?/  vdien  seryices  are  provided  in  facilities, 
such  as  hospitals  and  ASGs.    vi  of  seme  physicians'  services  mi^it  be 
ccsitrolled  by  making  a  single  payment  for  cdl  associated  physician 
charges.    This  payment  could  be  ccnbined  with  the  paymioit  to  the  facility, 
or  could  be  mede  separately,  such  as  to  a  physician  group  or  mediccLL 
staff.    There  are  many  possibilities  for  developing  pro^sective,  per  case 
payments  for  physician  services,  such  as  including  selected  seryices 
performed  in  inpatient  or  outpatient  ho^itals  and  ASGs.    In  general, 
bundled  payments  contedn  incentives  for  providers  to  reduce  the  use  of 
marginal  procedures  and  reduce  the  opportunity  for  discretionary  billing 
of  services. 

There  are  several  issues  that  nust  be  ?vidressed  to  inplement  this  type 
of  payment  approach,  such  as  determining  an  entity  to  receive  and 
distribute  the  bundled  payment,  monitoring  to  determine  vAiether  the  full 
bundle  of  services  was  provided,  and  deciding  v^ien  and  how  services 
outside  the  bundle  might  be  pedd.    Recently,  Welch  (1988)  suggested  that 
payment  could  be  made  to  the  medical  staff  in  both  inpatient  and 
outpatient  settings  since  this  could  create  a  large  encu^  risk  pool  to 
^read  financial  risk  and  maint2dn  quality  of  care. 

One  exanple  of  this  payment  approach  that  is  already  in  the  process  of 
being  demonstrated  is  to  make  a  single  payment  for  all  services  associated 
with  selected  hi^  volume  procedures.    After  inquiries  frann  selected 
providers  who  were  interested  in  this  type  of  payment  abroach.  Medicare 
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has  begun  iirplenientation  of  a  deoaonstraticxi  in  vAiich  a  single  payment  will 
be  made  for  aiLl  services  associated  with  coronary  artery  bypass  surgery. 
A  simileir  desDncnstration  for  services  associated  with  cataract  surgery  is 
being  designed. 

Another  exanple  of  a  bundled  payment  api^roach  would  be  to  use  CRGs  to 
determine  payments  for  sane  or  all  inpatient  physician  services.    In  this 
way,  Medicare  mi<^t  control  costs  and  encourage  efficiency  by  paying  an 
amount  determined  in  advance  for  all  the  physician  services  provided 
during  a  hospital  stay.    Uiis  bundling  c^roach  would  be  conceptually 
siinilar  to  the  current  PPS  for  ho^it2Lls. 

Services  in  inpatient  hospitals  account  for  about  $12  billion  of 
allowed  charges  v^ch  represents  about  40  percent  of  total  Fart  B 
eoqjenditures.    Further,  recent  data  (Table  2)  suggest  that  after  a  few 
years  of  relative  stability,  physician  expend ituries  in  inpatient  ho6pit2as 
may  agcdn  be  increasing  (i.e. ,  frcm  1986  to  1987  there  was  an  increase  in 
allowed  charge  in  inpatient  ho^itals  of  almost  11  percent) .  Previous 
analysis  has  shown  that  CRGs  could  theoreticsdly  be  used  to  determine 
payments  for  iipatient  physicians'  services,  eilthou^  there  are 
significant  administrative  and  inplesoentation  issues. 

An  ciltemative  to  including  all  inpatient  services  in  the  IPG  type 
payment  would  be  to  only  include  selected  physician  services  such  as  all 
surgical  services  or  those  provided  by  radiologists,  anesthesiologists, 
and  pathologists  and  assistants-at-surgery.    These  latter  physicians  are 
rarely  selected  by  patients,  their  services  are  dependent  i^xDn  the 
attending  physician's  orders  or  decision  for  surgery,  and  their  care  for 
patients  ends  with  discharge. 

Other  bundling  options.    There  are  other  less  extensive  bundling 
^preaches  that  mi^t  assist  Medicare  to  achieve  cost  control  of  seme 
services  by  redefining  the  payment  unit  frcm  a  narrow  procedure  to  a  more 
ccnprehensive  packaging  of  services.    Exanples  mi^t  include  office  visit 
packages  (Mitchell  et  al. ,  1987)  in  %4iich  the  visit  charge  vrould  include 
all  associated  ancillary  services  (e.g. ,  lab  tests,  x-rays,  EOGs) .  A 
variation  of  this  approacii  to  packaging  office  visit  services  would  be  to 
include  only  the  physician's  professional  interpretation  of  the  ancillary 
services  (Bogen  et  2lL.,  1988)  since  the  physician  mi^xt  not  actually 
perform  the  service  but  only  interpret  the  results,  and  becavise  seme  test 
interpretation  is  inplied  in  the  definitions  of  seme  of  the  visit  codes. 

Yet  another  bundling  approach  wculd  be  to  include  the  office  visit 
charge  in  the  charge  for  scne  mimr  surgical  and  diagnostic  procedures, 
such  as  skin  lesion  removals.    In  these  instances,  separate  bills  for 
visits  would  not  be  allowed  unless  it  were  clear  that  other  significant 
services  were  provided  during  the  visit  (Bogen  et  al. ,  1988) . 

Improved  coding/definition  of  services.    More  precise  coding  niles  cculd 
reduce  both  i:f)coding  and  unbundling  for  some  services.    C*ie  area  in  which 
upcoding  is  of  special  concern  is  for  services  such  as  office  visits, 
ho^ital  visits,  and  consultations  (OIG  report,  1989) .    Possible  solutions 
could  be  to  collapse  the  number  of  codes  used  for  paymart  purposes,  or  to 
incorporate  time  spent  by  the  physician  in  providing  the  service. 
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Oodes  that  bundle  services  together  axe  easy  to  devise  for  scrae 
servrioes  such  as  surgery.    For  exanple,  surgeons  generally  include  in 
their  global  fee  all  services  fran  the  moment  that  the  decision  is  made  to 
operate  until  the  patient  has  conpleted  a  normal  recovery.  Medicare 
carriers  generally  have  rules  eis  to  the  services  surrounding  a  surgery 
that  are  included  in  the  "globeil  fee,"  but  these  rules  vary  from  caurrier 
to  carrier. 

INFEUE2>ICING  PATIENr  BEHAVIOR 

Beneficiary  cost  sharing.    Currently,  Medicare  beneficiaries  are 
re^xsnsible  for  the  first  $75  of  covered  services  before  Medicare  begins 
to  pay  for  service.    (Ihis  "deductible"  amount  was  set  at  $50  in  1966  and 
was  raised  to  $60  in  1973  and  $75  in  1982.)    After  the  deductible  is  met, 
the  beneficiary  is  res^ionsible  for  20  percent  of  the  aliased  charge  per 
service  and,  for  unassigned  cledms,  any  amount  by  v^ch  the  actual  charge 
(as  limited  by  the  MAAC)  exceeds  the  allowed  charge.    The  goal  of  cost 
sharing  is  to  give  beneficieuries  eon  interest  in  selecting  less  costly 
providers  and  in  questioning  the  necessity  of  services  by  maJdng  them  more 
sensitive  to  cost. 

Deductibles  and  coinsurance  can  reduce  use  of  services  emd  are 
corancxily  used  by  a  wide  variety  of  insurance  plans  to  control  costs  and 
persuade  patients  to  use  preferred  providers.    Ihe  effect,  however,  of 
deductibles  has  decreased  for  Medicare  as  inflation  has  decreased  the  real 
dollar  vsLlue  of  the  deductible,  and  growing  ownership  of  Medigs^  policies 
has  decreased  beneficiary  liability  for  both  the  deductible  and 
ccpayroent.    Recent  studies  (Taylor  et  al.,  1988;  McCall  et  al.,  1989) 
estimate  that  Medicare  benefits  are  rou^ily  40  percent  hi^ier  for  those 
that  purchcise  Medigc^  policies  because  of  increased  VI  resulting  frcm 
Medigc^  coverage.    Medigc^  policies  may  not  cause  the  hi^ier  payments, 
hcMever,  because  benef icieuries  with  hi^  liabilities  or  hi^ier  risk  may  be 
more  likely  to  purchase  Medigap  policies. 

Because  copayments  reduce  use  of  services,  they  could  have  an  affect 
cai  health  status  in  a  few  circumstances.    For  example,  the  Rand  health 
insurance  experimait  (Keeler  et  ad.,  1985),  vAiich  involved  nondisabled 
persc»is  under  65,  showed  that  free  care  provided  health  care  inprovesnent 
in  2  of  10  hesLlth  measures  anedyzed  (hypertension  and  vision  care) .  Other 
analyses  of  these  data  suggest  a  gmeral  problem:  copayments  reduce  an 
individual's  likelihood  of  seeiking  care,  but  they  have  no  effect  on  the 
cost  of  care  once  the  individual  enters  the  health  care  system 
(Manning  et  al. ,  1988) .    Once  individuals  seeJc  a  physician's  advice,  their 
liability  for  copaymi^it  appears  to  have  little  ioopact  on  use  of  services. 

Second  surgical  opinion  prooiams  (SSOP) .    Surgery  accounted  for  about  41 
percent  of  the  total  increase  in  physician  spending  over  a  recent  5  year 
period  (1982-1987) .    In  an  attenpt  to  reduce  unnecessary  risk  to  patients 
and  ccaitrol  surgical  ^>ending.  Medicare  and  many  private  payers  and 
Mediccdd  programs  use  SSOPs  to  ensure  that  surgery  performed  is  medicedly 
necessary.    Another  possible  benefit  of  SSOPs  is  that  they  mi^t  also 
achieve  savings  by  reducing  unnecessary  surgery  thrcu^  an  indirect 
sentinel  effect  resulting  frcm  physician  awareness  of  the  program.  SSOPs 
can  be  voluntary  or  mandatory;  in  the  latter  case  beneficiaries  must  seek 
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a  second  opinicn  if  they  want  the  insurer  to  pay  full  benefits  for  the 
procedure.    Medicare  encourages  second  surgical  opinions  by  paying  for 
them  and  by  maintaining  hotlines  throu^  v*iich  beneficiaries  can  cfcrtain 
names  of  physicians  qualified  to  provide  second  or  even  third  opiniors. 
In  addition,  as  required  by  the  Consolidated  Cnmibus  Budget  Reoorciliation 
Act  of  1985  (P.L.  99-272),  ERDs  subject  at  least  10  surgical  procedures  to 
pre-admission  ard/cac  pre-prooedure  review  and  can  require  a  second  opinion 
vAien  f^ropriate. 

Uie  procedures  that  are  the  best  candidates  for  inclusion  in  a  SSOP 
are  those  that:  (1)  can  be  postponed  without  undue  risk  to  the  patient, 
(2)  account  for  a  significant  amount  of  expenditures,  and  (3)  have  unclear 
indications  as  to  vdien  they  are  medically  necessary.    Attesipts  to  measure 
the  effectiven^s  of  SSOPs  have  had  mixed  results  because  many  of  the 
costs  and  benefits  are  difficult  to  (^leuitify. 

IMFUDEirciNG  FHySIdAN  BEHAVIGR 

Clinical  guidelines  and  effectiveness  researdh.    Cliniceil  guidelines  and 
effectiveness  research  seek  to  provide  physicians  and  others  with 
information  to  assist  in  determining  the  type  of  care  that  should  be 
rendered  to  a  particuleu:  patient.    Effectiveness  research  may  have 
inplications  regarding  vAiat  services  will  be  covered  even  thou^  the 
primary  goeiL  is  to  influoioe  decisionmaking  by  providing  better  data. 

Ihe  curgument  for  this  strategy  is  the  shorteige  of  consensus  and  hard 
data  CIS  to  vAien  procedures  should  be  dene.    Ihis  argument  is  buttressed  by 
evidence  that  many  infxsrtant  procedures  cure  done  for  indications  that 
consensus  panels  identify  as  inappropriate.    For  exanple,  Chassin  et  al. 
(1987) ,  using  a  consensus  panel's  reccmnendations,  studied  appropriateness 
of  the  use  of  three  procedures  (coronary  angiogrsqphy/  ceurotid 
endarterectony,  cmd  xxppsr  gastrointestinal  tract  endoscopy)  and  its 
relaticxiship  to  geogrs^iiic  variations  in  their  use  among  the  Medicare 
population.    They  found  that  17  percent  to  32  percent  of  those  procedures 
were  done  without  a^spropriate  indications.    Ihe  panel  did  not  explicitly 
consider  c^ropriateness  recoranendations  for  a  Medicare  vs.  a  non-4fedicare 
population  mix,  and  the  study  did  not  solicit  information  frcm  the 
physician  vAien  chart  documentation  was  inadequate. 

The  record  of  ccnsensus  develcfment  is  mixed.    For  exanple,  the  Office 
of  Medical  i^lications  of  Research  of  the  National  Institutes  of  Health 
has  ^xHisored  almost  a  hundred  consensus  development  conferences  on  a 
variety  of  clinical  issues.    Ihe  reports  of  these  conferences  have  been 
widely  criticized  as  conservative,  vhich  means  that  they  tend  to 
articulate  existing  consensus  rather  than  forging  agreement  vAiere  it  has 
not  existed.    Althou^  HCFA  incorporates  these  reccmnendations  into 
coverage  assessments,  HCFA  has  never  changed  an  existing  rule  on  coverage 
of  medical  services  as  the  result  of  a  consensus  conference.    Further,  and 
perhaps  more  serious,  Kosecoff  et  al.  (1988)  found  little  inopact  fran 
these  consensus  conferences  on  actual  physician  practices.    It  should  eilso 
be  noted  that  neither  guidelines  based  on  consensus  nor  effectiveness 
research  will  necessarily  reduce  VI  of  services.    Clinical  guidelines  and 
effectiveness  research  could  lead  to  increased  use  of  seme  services  such 
as  for  increased  use  of  flexible  scopies  for  cancer  screening  and 
detection. 

4-7 


utilization  review  and  coverage  policy.  Utilization  review  ^^gr^r^g  on 
organizations,  such  eis  Medicare  ccirriers,  FRSs,  insurers,  and  medical 
societies,  to  change  physic^i^  b^iavior  throu^  education,  withholding 
payment,  or  other  sanctions.    Utilization  review  may  operate  three  ways: 
(1)  prospectively,  before  service  is  rendered,  thrcu^  methods  such  as 
pre-admission  screening  and  second  surgiceil  opinions,  or  cifter  service  is 
rendered  but  before  payment  is  made,  (2)  concurrently,  thrcu^  monitoring 
care  during  treatment,  and  (3)  retrospectively,  throu^  reviews  of  claims 
and  meriical  records,  either  before  or  after  payment  is  made.  Ooverage 
policy  is  closely  related  to  utilization  review,  althou^  the 
administrative  structures  are  different.    Ooverage  policy  is  the  method  by 
vdiich  Medicare  defines  the  services  for  vhich  it  will  pay  and  the 
circumstances  in  vAiich  it  will  pay. 

Utilization  review  that  assesses  the  s^propriateness  of  individual 
services  may  control  some  VI  growth  (Eisenberg,  1988) .  Althou^ 
utilization  review  has  been  used  extensively  in  hospital  settings,  recent 
analyses  suggest  that  much  of  the  savings  attributed  to  utilization  review 
for  hos)it£d  services  ar&  achieved  by  a  "one  time"  reduction  in  service 
volume,  cifter  v^ch  volume  continues  to  rise  at  about  the  same  rate  as 
before  the  utilization  review  program  (Feldstein  et  al.,  1988) .  In 
addition,  reviewing  physician  out-of-hos>i'tal  services  is  substantiedly 
more  laborious  because  of  the  larger  nunober  of  providers,  patients,  and 
services  involved,  and  because  there  is  a  lower  average  payment  per 
claim.    It  mi^t  be  possible  to  increase  utilization  review  activities  for 
physicians  with  large  increases  in  Medicare  VI,  or  in  geographic  areas 
vdiere  the  nunober  of  procedures  per  beneficiauy  is  Icungest. 

Conflict  of  interest  rules.    Ihere  is  a  potentied  conflict  of  interest  any 
time  a  physician's  decision  regarding  providing  or  ordering  a  service  may 
increase  his/her  profit.    In  a  fee-for-servioe  system,  seme  such  conflicts 
cupe  inevitable,  but  certain  situations  create  even  more  powerful 
ccnflicts.    For  exanple,  conflict  of  interest  concerns  are  raised  by  the 
possibility  that  physicians  mi^it  over-prescribe  drugs  vAien  they  dispense 
them  directly  to  patients,    conflict  of  interest  concerns  are  also  raised 
v*ien  physicians  own  imaging  facilities  or  laboratories  to  v*iich  they  refer 
patients.    Subsequent  growth  in  VI  of  those  services  raises  inevitable 
suspicions  in  the  minds  of  the  public  and  Federal  officials.    There  is 
little  direct  evidence  about  the  actual  inducements  resulting  from  such 
arrangements,  and  consequently,  as  to  the  savings  that  forbidding  such 
referrals  mi^it  achieve.    In  areas  ^Aiere  the  physicians  owned  the  only 
facilities,  conflict  of  interest  rules  mi^it  even  create  barriers  to  care. 

Miustina  payments  for  services.    Seme  economists  believe  that  inequitable 
relative  payment  rates  mi^it  create  economic  incentives  for  physicians  to 
ins^ropriately  perfom  some  services  (Hsiao  et  al.,  1988) .    Ihis  suggests 
that  it  mi^it  be  possible  to  moderate  volume  growth  of  some  services 
throu^  selected  payment  adjustments  based,  for  ^canple,  on  inherent 
reasc^iableness  or  on  recent  research  on  relative  valines  for  physician 
services.    Modifying  relative  paymi^it  amounts,  however,  seems  unliJoely  to 
have  a  substantial  inpact  on  overall  increases  in  volume.  Basic 
fee-for-service  incentives  to  increase  billing  vrould  still  be  operative. 
Moreover,  as  discussed  in  Chepter  5,  changing  relative  payments  cculd 
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actually  result  in  an  increase  in  outlays  if  physicians  who  face  fee 
reductions  under  a  RVS-based  fee  schedule  respccxi  with  an  of fsettir^ 
increase  in  volume. 

Grcwth  targets.    Growth  targets  set  in  advance  an  acceptable  level  or  rate 
of  increase  in  aggregate  exTPrrlitures  for  a  given  time  period.  A 
widely-discussed  model  would  vary  the  annual  physician  fee  update  based  on 
a  ccnparison  between  acAxal  and  targeted  program  outlays  in  a  preceding 
period.    Grwth  targets  can  be  set  at  the  national  level  or  at  seme  other 
geographic  level.    Medicare  could  set  a  growth  target  for  the  year  for  a 
grcx?)  of  services,  all  physician  services,  all  Part  B  services,  or  even 
all  Part  A  and  Ku±  B  services.    This  method  would  not  control  VI 
directly,  but  could  shield  Medicare  trust  funds  frcm  the  ijipact  of  VI 
growth  since  costs  to  Medicare  would  be  controlled  directly  throt^  the 
payment  per  service. 

The  primary  advantage  of  growth  targets  is  that  they  could  permit 
Medicare  to  control  Part  B  eoqienditures.    There  cure,  however,  a  number  of 
issues  regarding  growth  targets: 

1.  Incentives  on  individual  physicians.    In  effect,  a  growth  target 
holds  each  physician  in  the  region  for  which  the  target  is  set  responsible 
for  the  collective  decisions  of  cdl  physicians  in  the  region.    There  is, 
hcwever,  little  incentive  for  individual  physicians  to  limit  their  VI 
increcises  because  an  individual  physician's  effect  on  collective 
ea^)enditures  is  so  minimal . 

Growth  t£u:gets,  however,  are  intended  to  create  a  collective  incentive 
to  encourage  the  medical  ocmiunity  to  work  cooperatively  with  the  Medicare 
program  to  idortify  and  correct  problans  related  to  unnecessary  care.  A 
variety  of  collective  ret^xnses  would  be  encouraged.    One  response  would 
be  the  participation  of  organized  medicine  in  the  developonsit  and 
dissemination  of  practice  guidelines  and  other  educational  efforts. 
Another  response  would  be  greater  involvement  of  local  physicians  with  £TO 
and  carrier  activities.    The  Federed  Govemmait  could  facilitate  these 
efforts  throuf^  increased  support  of  research  and  education  concerning  the 
effectiveness  of  medical  therapies,  and  throu^  a  comnitment  to  iiprove 
FRD  and  carrier  systaos.    A  growth  target  mi^t  also  eanxurage  the  mediccLL 
conraunity  to  take  a  more  positive  approach  toward  developoaent  of  policies, 
such  as  bundling  and  mnnagwi  care,  that  would  have  a  more  direct  effect  on 
utilization.    Clearly,  physicians  would  need  to  develop  new  relationships 
with  one  another  for  this  method  of  expenditure  control  to  be  equitable  to 
cill  physicians.    A  careful  balance  is  needed  between  arrangenents  that 
ccHTtrol  VI  and  arrangements  that  conflict  with  currait  anti-trust 
standards. 

One  method  to  establish  a  more  direct  linkage  between  the  collective 
incentives  of  the  growth  target  and  the  practice  patterns  of  individual 
physicians  is  to  establish  an  "opt-out"  for  qualified  physician  groups. 
Ifrider  this  policy,  a  physician  graap  (such  as  a  PPO  or  a  ho^ital  medical 
staff)  could  opt-out  of  the  general  growth  target.    Such  a  group  wculd 
then  receive  a  fee  i;9xiate  based  on  the  cost  performance  of  the  grotp  in 
relation  to  the  target  rate.    This  would  provide  incentives  for  physician 
grot^js  to  be  organized  to  provide  care  in  a  cost-effective  manner. 
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2.  Ancess  for  beneficiaries.    An  inportant  issue  is  whether  Medicare 
beneficiaries  vrould  be  able  to  cGntinue  to  have  access  to  needed  services, 
with  or  without  increases  in  out-of-pocket  costs.    If  physicians  continue 
to  accept  assignment  at  current  levels,  the  financial  ispact  on 
beneficiaries  my  be  TniwiTnai  or  may  even  be  benef icied  since  growth 
targets  could  help  constredn  increases  in  ccpaynents.    Another  issue  is 
v^ther  all  physicians  would  continue  to  provide  care  to  all  Medicare 
beneficiaries  under  a  growth  target  system.    Seme  suggest  that  the 
Canadian  experience  with  growth  targets  provides  evidence  that  physicians 
would  continue  to  provide  care  under  such  a  system.    CansKia  has  an  all 
payer  system,  hcMever,  so  cQmost  all  physicians  vAio  wish  to  practice 
medicine  must  participate. 

Ihe  principeil  risk  in  the  Wiited  States  is  that  a  Medicare-only  growth 
target  could  lead  to  a  progressive  diyyarity  between  Medicare  and  private 
insurance  payment  levels.    Under  a  '*worst  case"  scenario,  fee  levels  would 
be  progressively  reduced  if  volume  failed  to  slow  in  re^xaise  to  the 
grcMth  target  and  associated  policies.    Even  in  this  case,  however,  the 
decrease  in  Madicctre  payments  relative  to  private  insurance  payments  would 
occur  slowly  and  not  amount  to  more  than  a  few  percentage  points  until 
several  yesurs  had  passed.    A  program  of  ongoing  monitoring  of  beneficieoy 
access  to  care  could  protect  Medicare  beneficiaries  and,  in  addition, 
provide  mcuioet-based  data  on  vMch  to  base  further  refinements  of  Medicare 
payments  for  physician  services. 

3.  Effects  across  aeoarachic  areas  and  soecicilties.    The  research 
findings  discussed  earlier  showed  that  expenditure  levels  vary  by 
geogrc^iiic  area  and  grow  at  varying  rates.    Areas  with  low  volume  growth 
mi^t  have  their  fees  held  down  as  a  result  of  rapid  increases  in  volume 
in  other  areas.    Thus,  the  methodology  for  determining  growth  targets 
mi^t  need  to  account  for  justifiable  differences  in  esqsenditure  levels 
and  increases  between  IocelL  eureeis.    Simileur  concerns  haive  been  raised 
about  differences  in  esqienditure  levels  and  growth  rates  for  different 
services  and  fyprialties.    A  nationed  growth  target  would  not  deal  with 
these  differences.    In  addition,  if  growth  targets  were  isplemented  for 
areas  smaller  than  the  entire  country,  a  policy  would  be  needed  to  account 
for  care  received  by  patients        live  in  areas  different  from  the  area 
v^iere  the  physician  provides  the  service.    Ihis  could  especially  be 
inportant  for  rural  areas  vAiere  patients  mi^it  need  to  leave  the  area  to 
receive  specialized  care  by  referral. 

4.  Using  targets  to  set  payments.    The  inplementation  of  payment 
levels  based  partially  on  growth  target  performance  would  depend  upcn  the 
accuracy  of  historic  eaqsenditure  data  and  the  time  lag  incurred  before 
reasonably  ocnplete  data  were  available  to  determine  current  expenditures 
and  project  future  expenditures.    Medicare  could  recapture  expenditures 
ejo^eding  the  pre-determined  target  in  one  of  two  ways.    One  method  wculd 
recapture  excess  e}^)enditures  by  lowering  the  payment  amount  for  services 
in  the  next  time  period.    As  already  noted,  seme  Canadian  provinces  eairploy 
this  type  of  system  for  physician  payments.    An  2LLtemative  approach  wculd 
be  to  withhold  a  percentage  of  the  payment  until  the  end  of  the  time 
period  ^Aysr\  actual  expenditures  could  be  ccnpared  to  the  target  amount. 

If  expenditures  exceed  the  target,  the  withheld  amount  could  be  reduced  by 
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the  excess  ejqDenditure  amount  before  being  distributed  to  physicians, 
e.g. ,  paying  all  fees  at  95  percent  throu^xxit  the  time  period  with  a 
later  payment  based  cn  variance  fron  the  target. 

Althou^  growth  targets  raise  policy  issues,  they,  in  fact,  do  not 
reflect  a  major  change  frcm  recent  policy  e^qDerience  vA^ereby  the  Medicare 
annual  payment  i-^xiate  has  been  reduced  to  partially  offset  large 
eaqjenditure  increases.    A  grcwth  target  has  one  potential  advantage 
ocrapared  with  this  de  facto  policy.    Ad  hoc  freezes  and  cuts  in  response 
to  budget  pressures  do  not  create  an  incentive  or  framework  to  facilitate 
a  constructive  respcxse  to  the  volume  issue  within  the  medical  ccrarunity. 

In  sunmary,  a  variety  of  design  questions  would  need  to  be  addressed 
to  develop  a  growth  target  policy.    These  include:  (i)  the  range  of 
services  to  be  included  in  the  target,  (ii)  vAiether  the  target  should 
2^1y  at  a  national,  statewide,  or  sub-state  basis,  (iii)  what  factors 
should  be  used  to  establish  and  i^xiate  the  t£urget,  (iv)  the  nature  of  the 
fee  adjustmait  that  would  result  if  the  tctrget  is  exceeded,  (v)  v^iether 
there  should  be  a  withhold  frcm  current  yeeu:  payments  or  an  cidjustment  in 
fee  levels  in  the  subsequent  yecu:  eifter  the  end  of  the  target  period,  and 
(vi)  v^iether  there  should  be  an  opt-out  for  qualified  physician  groups, 
and  if  so,  \Aiat  the  terms  of  the  policy  should  be. 
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CHAPITR  5 


Inpact  of  RBRVS  cn  VI 

In  this  chaptPT  we  cxxisider  pcsssible  inpacts  of  a  RERVS-based 
payment.    As  discussed  eeurlier,  for  years  econcniists  have  inoanclusively 
debated  whether  growth  in  VI  was  driven  predcminantly  by  physician 
inducement  or  by  patient  donand.    This  d^aate  has  usually  focused  on 
issues,  such  as  vAiether  physicians  seek  to  attain  a  target  inccrae  and 
whether  physicians  can  induce  demand  for  their  services.    This  debate  has 
iufxsrtant  ijaoplicationB  for  the  laplmfintation  of  an  RERVS,  such  as  the  one 
being  developed  by  Hsiao  (1988)  and  other  researd^ers  at  Harvard 
Uhiversity  under  a  cooperative  agreement  with  HCEA.    It  is  clear  fran 
preliminary  anedyses  that  most  RERVSHsased  payment  igrhRnps  Isplemented  in 
a  budget  neutral  fashion  would  substantially  alter  payments  for  a 
significant  nunber  of  services,  generally  increasing  payments  for  visits 
and  decreasing  payments  for  many  surgical  procedures.    Under  many 
SDpnarios,  these  payment  changes  could  be  substantially  greater  than  any 
previous  payment  change  inplemented  by  the  Medicare  program. 

Studies  that  examined  physicians'  resparses  to  payment  changes  were 
reviewed  to  determine  possible  iooplicaticns  for  inpacts  that  mi^it  occur 
under  a  RBRVS  payment  system.    Tvo  prior  enpirical  studies  that  examined 
physician  re^xanses  to  absolute  payment  changes  in  the  Medicare  piuyidm 
reported  significant  volume  changes  in  respanee  to  payment  restrsdnts  or 
reductions.    Researchers  at  Urban  Institute  (Holahan  and  Scanlcn,  1979) 
studied  physician  reeK^cns  to  wage  and  price  controls  that  lasted  from 
1971  to  1974.    Even  though  prices  for  individual  servrioes  were  limited  to 
a  2.5  percent  annual  incxease  during  this  period,  es^ienditures  increased 
frcm  10  to  13  percent  per  year  becaiose  of  substantial  increases  in  the  VI 
of  services  provided. 

Rice  (1984)  exEmdned  physician  responses  to  an  administrative  change 
by  the  carrier  for  Oolcii»io  in  which  all  physicians  in  the  State,  within 
specialty,  were  ccnbined  into  a  single  statewide  locadity  for  purposes  of 
confuting  prevailing  charges  (previously,  the  carrier  recognized  10 
different  rpngrRrhic  areas  in  the  State  for  payment  purposes) .    Ihe  effect 
of  this  2K3ministrative  change  was  to  increase  payments  for  rural 
physicians  and  sli^xtly  ^moxmnsm  those  for  urban  physicians.  Study 
findings  indicated  that  physicians  receiving  the  lower  payments  provided 
more  intensive  office  and  hospital  visit  services  and  increased  the  volume 
of  surgery  and  lab  sendees. 

In  a  review  of  Csmadian  efforts  to  control  expenditures.  Barer  et  al. 
(1988)  and  Lcmas  et  al.  (1988)  demonstrate  a  sttoiy|  relationship  betwe^ 
fee  levels  and  service  volune.    Although  growth  in  expenditures  for 
physicians'  services  has  been  nucii  lower  in  CansdaL  than  in  the  U.S. , 
utilization  growth,  which  is  even  higher  than  in  the  U.S. ,  has  somewhat 
offset  lower  growth  in  payments  per  service. 

Other  investigators  report  that  they  believe  the  evidence  for  demand 
inducement  is  more  ocnplex.    Feldman  and  Sloan  (1988) ,  for  exanple, 
suggest  that  physician  roopcnoo  is  ncre  liJcely  to  involve  changes  in  mix 
or  quality  of  service  rather  than  inducement  for  additional  services. 
Mark  Bauly  (1988)  reported  that,  in  theory,  physician  re^xxise  to  payment 
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changes  is  partly  dependent  xjpan  physician  motivation  for  practicing 
medicine,  such  as  \Aiether  a  physician  attenpts  to  maximize  profits  or  act 
as  a  patient  advocate  regardless  of  ecGncmic  oonseqiienoes.  (See 
^spendix  C  for  a  sutonary  of  behavioral  models.) 

Based  en  these  research  findings  that  studied  more  limited  payment 
changes,  and  Medicare  piugiam  experiax:e,  however,  it  seaoos  clear  that 
physicians  can  induce  services  or  alter  billing  patterns  to  at  least 
partially  offset  income  losses  fron  limitations  on  payments  for  individual 
services.    It  is  not  clear,  however,  how  physicians  can  or  will  re^ond  to 
payments  based  on  an  RERVS.    After  examining  the  evidence  on  physician 
responses  to  payment  changes,  Pauly  (1988)  condiided  that  the  effects  of 
an  RBRVS  on  volume  of  services  are  unpredictable  and  that  the  physicians' 
re^nnse  is  liJoely  to  depend  on  their  ability  to  induce  demand  for  their 
services.    More  recently,  HCFA  requested  opinions  from  a  mober  of  health 
economists  as  to  the  probable  re^xnses  of  physicians  to  payment  changes 
resulting  from  an  RERVS.    Ihe  overEdl  view  was  that  the  changes  are  not 
predictable  and  there  was  substantial  variation  in  the  best  guesses  of  the 
authors.    Kespanse  is  likely  to  depend  not  only  on  physicians'  ability  to 
recoup  losses  by  inducing  volume,  but  also  on  many  other  factors,  such  as 
ability  to  substitute  other  services,  the  amount  of  discretion  the 
physician  has  as  to  billing  for  services,  the  degree  of  physician 
dependence  on  income  from  Medicare,  ability  to  recapture  Medicare  losses 
from  non-Medicare  patients,  and  whether  other  payers  also  adept  payment 
schedules  based  on  RERVS.    An  exanple  may  clarify  this  point: 

Ophthalmologists  and  thoracic  surgeons  appear  likely  to  receive 
sharply  lower  payments  under  an  RERVS.    Both  qiecialties  receive 
42-43  percent  of  their  income  fixm  Medicare  beneficiaries,  conpared  to 
21-22  percent  for  the  atverage  general  or  family  practitioner  (Paxton, 
1987) .    Ihus,  it  is  likely  that  both  ophthalmologists  and  thoracic 
surgeons  would  find  it  difficult  and  costly  to  stop  treating  Medicare 
beneficiaries.    Their  ability  to  increase  their  volume  of  services, 
however,  may  differ.    Ophthalmologists  provide  a  substantial  amount  of 
routine  primary  eye  care  for  patients;  it  mic^  be  feasible,  therefore, 
for  ophthalmologists  to  Identify  new  randldnt-es  for  cataract  surgery  and 
lens  implantation,  %Aiich  is  the  procedure  frcm  which  they  receive  most 
income,  and  to  offer  the  proaedure  to  tiieir  patients.    By  contrast, 
thoracic  surgeons  provide  little  prinary  care  and  are  heatvlly  dependent  on 
referrals  from  nonsurgeons  and  especially  frcm  cardiologists;  thus,  it 
might  be  far  moore  difficult  for  thoracic  surgeons  to  induce  demand  for 
their  services. 

As  an  edtemative  to  inducing  demand  for  services  to  Medicare 
patients,  some  physicians  might  attenpt  to  recoup  losses  by  not  accepting 
assigrment.    Another  alternative  might  be  to  prcndde  fewer  services  to 
Medicare  patients  if  payments  for  those  services  dropped.    But  even 
decreased  payments  under  an  RERVS  would  still  provide  substantial 
take-home  income  to  affected  qjecialties,  so  they  would  be  likely  to 
decrease  their  services  to  Medicare  patients  only  if  they  could  treat  seme 
other  group  who  pedd  imre.    Die  ability  of  specialists  to  do  this  is 
liJcely  to  depend  on  payment  levels  from  other  insurers.    If  other  payers 
were  to  £Klapt  the  fee  schedules  that  Medicare  developed  frcm  an  VERJS, 
physicians  mi^xt  not  be  able  to  decrease  services  to  Medicare  patients. 
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Finally,  it  is  inportant  to  realize  that  we  have  focused  on  the 
irriuction  of  demand  in  re^xnse  to  decreased  paymaits.    TSye  other  side  of 
the  coin  is  that  physicians  mi^t  be  more  willing  to  provide  those 
services  for  vAiidh  payments  increE»sed.    For  exanple,  a  nLonber  of  e^Jvocates 
of  the  RERVS  have  argced  that  it  would  increase  the  inoentives  to  provide 
"cognitive"  services.    There  is,  hcMever,  aLLmost  no  direct  evidence  an. 
whether  increased  paymaits  result  in  increased  or  decreased  volume  of 
services. 

Given  that  we  do  not  know  v*iether  the  most  cif fected  specialties  will 
be  able  to  induce  demand  for  their  services,  that  we  cannot  predict  the 
responses  of  other  insurers,  and  that  the  contenplated  changes  are  very 
different  from  those  for  v^ch  we  have  historical  evidence,  projectioTs  of 
physician  response  to  an  RERVS  are  uncerteiin.    Nevertheless,  this  re^xmse 
is  inporteint  for  tMo  reasons: 

—  Budget  infracts  would  need  to  be  assessed  if  an  RERVS  were  skdopted 
as  a  bctsis  for  payment.    An  RERVS  could  be  inplemented  in  a 
budget  neutxed  manner  so  it  would  not  increase  esq^enditures  or 
could  be  iitplQDnented  to  achieve  savings.    Budget  neutrality  would 
require  a  prediction  of  hew  great  a  volume  of  services  will  be 
provided,  and  this  volume  depends,  in  turn,  on  how  much 
physicians  increase  their  volume  of  services  to  recoup  reduced 
payments.    Ihus,  the  more  induced  demand  is  assumed,  the  lower 
the  payments  will  be  to  all  physicians.    In  turn,  if  we  assiimp 
induced  demand,  we  find  that  the  inpact  of  eui  RERVS  on  Mediccire 
revenues  by  f^iecialty  decreases.    In  Table  16,  we  show  the 
effects  on  specialty  inocme  of  re^xnses  by  physicians  that 
recoup  differing  pero^ttages  of  the  loss  that  an  RERVS  mi^t 
cause.    To  project  the  inpact  of  payment  changes  in  the  past, 
both  HCFh  actuaries  and  the  Congressional  Budget  Office  have 
ass».mied  that  physicians  would  attaopt  to  recoip  lost  inccme. 

—  If  there  is  a  substantied  induction  of  demand  by  physicians  in 
re^xxise  to  decreased  payments.  Medicare's  probleDos  with  VI 
growth  mi^it  hpnemp  appreciably  worse. 

In  suninaxy,  the  effects  of  an  RERVS  on  VI  of  physician  services  are 
not  predictable.    Althcu^  most  analysts  believe  that  there  would  be  sane 
short-term  increase  in  VI  ftxan  physicians  v*io  suffered  a  net  reduction  in 
Medicare  payments,  there  is  no  agreement  as  to  whether  this  decrease  would 
be  large  or  sroedl.    There  is  also  no  consensus  as  to  the  probable 
b^iaviorizd  response  of  physicians        experienced  a  net  increase  in 
Medicare  payments;  it  seems  unlikely,  however,  that  these  physicians  wculd 
sharply  reduce  their  level  of  services.    Ihus,  it  seems  likely  that  the 
increased  VI  for  physicians  that  have  a  net  loss  in  Medicare  revenues 
would  be  greater  that  a  reduction  in  VI  that  mi^t  occur  for  physicians 
that  gain  additional  Medicare  revenues. 

Because  of  this  uncertainty  as  to  b^iaviorisd  respcx)se,  the  most 
prudent  approach  to  inplementing  an  RERVS  mi^it  be  to  adopt  a  grcwth 
target  that  would  enable  Medicare  to  take  care  of  any  behavioriad  re^xxTse 
as  it  tocdc  place.    A  growth  target  would  also  taJoe  account  of  features  of 
inplementaticn  that  could  not  be  mckde  precisely  budget  neutral,  such  as 
changes  in  global  fee  definitions  and  changes  in  geographic  areas  lased  for 
payment  determinations. 
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APPENDIX  A 

HM  MEDIC3VRE  DETERMINES  HIYSICIAN  PAYMEyiS 


Mediccire  currently  pays  for  physician  services  on  a  fee-for-servioe 
basis  kncwn  as  the  custcnary,  prevsdling,  and  reasonable  charge  system. 
Medicare  annusdly  pays  about  400  million  cladjns  for  physiciains'  ser</ices 
to  about  500,000  different  physicians  for  over  7,000  different  service 
codes,    ttider  this  systan,  payment  is  based  on  the  charge  that  Medicare 
deems  reasonable  for  the  service.    Medicetre^s  reasonable  or  eiLlowed  charge 
for  a  service  provided  is  the  lowest  of  the  actual  charge  sulanitted  by  the 
physician,  the  physician's  custcmary  charge  (the  physician's  median  charge 
for  the  service) ,  or  the  prevailing  charge  in  the  locality  (75th 
percentile  of  charges  for  all  physicians  in  the  area  providing  the 
service) . 

Since  Medicare  began,  a  large  nuiober  of  limits  and  other  skdjiostments 
have  been  inpleanented  that  modify  this  basic  approach  for  determining 
payments.    For  exanple,  eis  a  result  of  rapidly  rising  fe^,  Congress  in 
1972  limited  increases  in  Medicare  prevciiling  charges  to  a  Medicare 
Economic  Index,  v*iicii  reflects  increases  in  physicians'  office  practice 
costs  and  ecunings  in  the  general  eooncray  (P.L.  92-603)  and,  in  the 
Omnibus  Budget  Reocnciliation  Act  of  1987  (P.L.  100-203),  Congress 
inplemented  payment  reductions  on  11  selected  surgical  procedures. 

If  the  beneficiary  receives  a  service  from  a  physician  who  accepts 
Medicare's  reeisonable  charge  as  payment  in  full,  the  beneficiary  can 
"cissign"  Medicare's  payment  to  the  physician.    In  this  casB,  if  the 
physician  wishes  to  "bedance  bill,"  i.e.,  receive  a  payment  greater  than 
the  Medicare  edlowed  dnarge,  then  the  physician  must  bill  the  patient  for 
the  entire  amount.    For  these  "unassigned"  services,  the  beneficiary  is 
reimbursed  on  the  basis  of  the  reasonable  chzurge  by  the  Medicare  program. 

Physicians  can  participate  in  the  Medicare  program  in  two  ways.  Ihey 
can  become  "participating  physicians"  vAiereby  they  agree  to  accept 
assignment  for  all  servicses  rendered,  or  they  can  be  "noiparticipating" 
v*iereby  they  hatve  the  flexibility  to  accept  assignment  on  a  clcUJiH^y-claim 
basis.    In  either  case,  the  beneficiary  is  responsible  to  the  physician 
for  the  $75  annual  deductible  and  for  20  percent  of  the  reasonable  charge 
as  a  copayment. 

Except  for  the  fee  freeze  period  vAien  Medicare  actual  charges  for 
norparticipating  physicians  were  frozen  at  levels  in  effect  during  the 
April-June  1984  quarter  of  1984,  there  have  not  been  any  limits  on  the 
amount  physicians  could  actually  charge  beneficiaries  until  the  recent 
inplementation  of  the  maxiimm  allowable  actual  charge  (MAAC)  for 
noiparticipating  physicians.    Since  January  1,  1987,  a  MAAC  is  ocnputed 
for  each  service  provided  by  each  norparticipating  physician  and  is 
updated  annually. 
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MEDICARE  PROGRAM  PHYSICIAN  PMMENT  OCWTOOIfi  OH  VOIUME  AND  HmUSTTi 

Overview.  Medicare  law  ^jecifies  that  payment  will  only  be  made  for  items 
and  services  that  are  reasonable  and  necesseiry  for  the  diagnosis  or 
treatment  of  illness  or  injxiry  or  to  iitprove  the  functions  of  a  malformed 
body  meanber.    The  law  further  assigns  re^xaisibility  to  CEurriers  to  assure 
that  this  requiresnent  is  executed.    The  process  by  v*iich  CEurriers  perform 
this  re^xxTsibility  is  referred  to  as  medical  review.  Medical  review  is 
conducted  by  carriers  on  both  a  prepayment  and  postpayment  basis;  until 
recently  the  law  did  not  provide  for  preprocedure  review.    Peer  Review 
Organizations  eire  beginning  to  conduct  preprocedure  review  of  a  limited 
nuniDer  of  prepayment  review  surgiccLI  procedures. 

Prepayment  Review.  Prepayment  review  is  procedure  oriented;  i.e.,  cledms 
for  selected  services  exceeding  a  pre-established  frequency  threshold  are 
sospeDded  fran  the  cledms  process  for  intensified  review.    This  is 
acccnplished  throu^  the  use  of  ccnfuitjer  edits  (mediccd  review  screens) 
that  identify  preselected  procedures  and  su^iend  claims  that  e^ooeed  the 
established  normative  frequency  for  a  defined  time  period  (medicELl  review 
parameters) .    The  Heedth  Care  Financing  Administration  (HCEA)  currently 
mandatf^  13  prepayment  screens  that  must  be  utilized  by  all  carriers.  The 
screens  account  for  approximately  20  percent  of  mediceLL  necessity 
denicils.    Cctrriers  are  free  to  use  additional  cost-effective  locsd 
screens.    National  scre&nB  are  refined  on  an  ongoing  basis,  bcised  on 
ancilysis  of  continuing  effectiveness. 

In  addition  to  volume  controls  achieved  by  the  use  of  frequency 
screens,  a  number  of  screens,  primaurily  in  the  area  of  visits,  addrpss 
intensity.    Exanples,  of  currently  mandated  volume  and  intensity  screens 
that  are  illustrative  of  these  different  e^proaches  include: 

o      Volume  screen  -  Chiropractic  treatments  in  excess  of  12  per 

year.  Medical  review  will  result  in  either  payment  or  denial  of 
the  clediDB. 

o      Intensity  screen  -  Ocnpr^^ensive  office  visits  in  excess  of  one 
in  180  days.    Medical  review  may  result  in  reduction  to  an 
intermediate,  extended  or  other  lower  level  of  service. 

Claims  that  are  identified  for  prepayment  review  are  man* tally 
adjiidicated  a^gednst  medical  policy  that  is  developed  by  the  carrier 
medical  directcar,  in  consultation  with  appropriate  medical  professionals. 
D^jending  on  the  degree  of  conplexity,  the  determination  on  each  claLim  may 
be  made  by  extensively  trained  clemns  personnel,  nurses  or  physicians. 

The  results  of  this  process  are  cost  effective.    Carriers  spent  $70 
million  to  conduct  medical  review  in  n  1988,  of  which  $56  million  was 
esq^ended  to  conduct  approximately  57  million  prepayment  reviews.  Data 
fran  the  HCEA  Carrier  Reasonable  Charge  and  Deni2a  Activity  Report  reveal 
that  approximately  65  million,  or  17.2  percent  of  clcdms  processed  in  FY 
1988  were  initieilly  denied  either  in  part  or  in  total.    Of  the  $7.3 
billion  disallowed  fran  these  denicils  and  reductions,  nonoovered  and  not 


B-1 


medically  necessary  servicjes  aooounted  for  33  percsertt  of  the  disallowed 
dollars.    In  FY  89  carriers  will  conduct  prepayment  review  on  20  percent 
of  Part  B  cleiims  submitted  for  payment,  or  e^roximately  80  million 
reviews. 

Post-Payment  Review.  In  addition  to  prepayment  review,  carriers  conduct 
provider  oriented  reviews  on  a  post-payment  basis.    Itie  post-payment 
process  focuses  on  individual  providers  by  selecting  thean  for  intensified 
review  throu^  a  variety  of  techniques,  such  as  ccnparing  their  practice 
patterns  for  frequently  rendered  procedures  to  those  of  their  peers. 
Providers  are  cilso  identified  for  review  based  on  information  fron  a 
variety  of  sources;  e.g. ,  beneficiary  ccnplsdnts,  referrals  frcm  other 
carrier  departments  (quality  assurance,  claims,  professional  relations) , 
cind  the  Office  of  the  In^sector  Onerzd.  (OIG) . 

The  post-payment  process  requires  the  carrier  to  select  a  sarple  of 
claims  for  each  provider  identified  for  post-payment  review. 
Historically,  c^roximately  3  percent  of  providers  were  selected  annually 
for  review.    In  FY  1988  this  equated  to  approximately  20,000  providers. 
Medical  records  cire  then  reviewed  to  determine  if  crverutilization  abuse, 
or  fraud  can  be  established  as  a  preliminary  finding.    Depending  on  the 
outocrae,  which  includes  an  opportunity  for  the  provider  to  disaiss  review 
findings  with  the  carrier  medical  director,  a  host  of  progressively  severe 
administrative  actions  may  be  initiated.    An  educational  contact  is 
generally  the  first  step  in  this  process.  Auditioned  options  available, 
d^)ending  on  case  findings,  include  establishment  and  collection  of 
overpayments,  placing  lihe  individual  provider  on  prepayment  review  for  all 
or  a  portion  of  his  practice,  or  referral  to  the  OIG  for  civil  or  criminal 
actic^,  v^ch  may  lead  to  potenticLL  su^)ension  or  exclusion  frcm 
participation  in  the  Medicare  program.    Carriers  refer  e^proximately  400 
cases  armucdly  to  the  OIG. 

Both  HCFA  and  the  carriers  regard  the  post-payment  process  as  an 
effective  deterrent  to  overutilization,  despite  the  fact  that 
demonstrating  a  hi^  cost-benefit  has  been  difficult.    In  terms  of  cost, 
reviewing  a  post-payment  case,  vdiich  consists  of  a  sanople  of  claims  for  at 
least  15  beneficiaries  over  a  6-month  period,  is  expensive  in  contrast  to 
pr^ayment  review,  \4iere  the  unit  of  review  is  a  cledm.    In  terms  of 
benefits,  carriers  agree  that  only  sane  of  the  total  effect  of 
post-payment  have  been  quantified,  causing  the  full  value  to  be 
understated.    Benefits  of  post-payment  review  that  result  in  avoided  costs 
include: 

-  Provides  leads  for  new  cost  effective  prepayment  screens. 

-  Enables  the  carrier  to  place  individual  providers  on  prepayment 
review. 

-  Provides  a  sentinel  effect  in  the  provider  ccnnunity. 

-  EdiKates  providers  who  do  not  understand  the  program,  thus  leading 
to  reduced  ine^ropriate  billings. 

-  Protects  beneficiaries  frcm  unnecessary  care. 

-  Detects  provider  fraud  and  abuse. 
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Using  cxirrent  tedmiques  that  measure  only  actual  savings,  carrier 
quarterly  reports  indicate  that  post-^yment  review  satves  $1-2  in  program 
dollars  for  each  administrative  dollar  expended.    In  view  of  the  above 
cited  benefits,  HCEA  is  si^jportive  of  post-payment  review  and  is  taking  a 
number  of  steps  to  both  inprove  the  process  as  well  as  to  better 
danonstrate  its  effectiveness:  (1)  Carriers  inplemented  a  more  focused 
case  selection  process  on  October  1,  1988.    Pilot  testing  of  this  process 
at  seven  ccunriers  during  FY  88  resulted  in  five  fold  increases  in 
identified  overpayments  as  well  as  referrsLLs  of  potential  fraud  and  abuse 
cases.  (2)  HCFA  is  pilot  testing  on  a  post-^yment  basis  seme  of  the  new 
tools  and  technologies  of  medical  review  (e.g. ,  ICD-9-CM  coding  of 
diagnosis,  uniform  physician  identifiers,  and  the  Oonmon  Worlcing  File) . 
(3)  HCFA  is  developing  a  ccrammications  network  between  carrier  medical 
directors  to  liable  them  to  sheure  timely  information  on  locsLL  program 
vulnerabilities,  cis  well  cis  to  share  effective  approaches  to  dBal  with 
these  problens.  (4)  HCFA  is  attempting  to  develop  analytical  techniques  to 
measure  the  deterrent  effect  of  post-^yment  review.    In  the  interim,  in 
further  recognition  of  the  indirect  benefits  of  the  post-payment  process, 
HCFA  increcised  carrier's  post-^yment  review  funding  by  $15  million  for 
FY  89.    Of  s^roKimately  $95  million  that  carriers  will  ^Dend  on  medical 
review,  about  30  percent,  or  $28.3  million  will  be  spent  on  po6t^)ayment 
review. 

Cost  Effectiveness.  Overall  cost  effectiveness  of  mpdical  review  continues 
to  result  in  approximately  $10  in  program  cost  savings  for  each 
administrative  dollar  expended    (see  Table  B-l) .    Ihese  data,  vdiich 
reflect  medical  review  savings  net  of  reversals  \jpan  appeeLL,  are  reported 
quarterly  by  all  carriers  on  the  Quarterly  Carrier  Medical  Review  Report, 
as  required  by  HCFA.    The  report  provides  detciiled  data  on  the 
effectiveness  of  each  HCFA  Tnandatpri  screen,  local  carrier  screens,  as  well 
as  post-^yment  emd  progi'am  integrity  activities. 

Beyond  the  traditional  program,  and  new  review  approaches  that  will 
emerge  as  a  result  of  the  new  tools  and  technologies  of  medical  review, 
new  initiatives  are  under  consideration  that  will  require  legislative 
changes.    An  exanple  of  an  initiative  that  would  require  statutory 
authority  would  be  to  hold  the  ordering  or  referring  physician  liable  for 
medically  unnecessary  services  provided.    Also,  Peer  Review  Organizations 
will  soon  begin  a  nunnber  of  pilot  projects  in  the  ambulatory  setting, 
aimed  both  at  isproving  quality  of  care  as  well  as  controlling 
utilization.    These  efforts,  viiich  were  requested  ty  Congress,  will  be 
reported  on  in  more  detail  in  the  future. 
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Table  B-1 


""^ir^r*  <^r"ie^  Onsts/Savinos 

1984  1985       1986  1987  1988 

Costs  36.3  46.4       59.9  64.9  70.1 

($  millions) 

Savings  355.2  465.4      550.9  684.1  678.1 

($  millions) 

Cost  Effectiveness        9.8  10.0        9.2  10.5  9.7 

Ratio 


Source:    Health  Care  Financing  Administration,  aireau  of  Program 
Operations 

rar-^-ioT-  <jnaT-berlv  Medjf?]  ppiview  Reports,  (1984-1988) 
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yrr^fi  ny  TwysiCLAN  BEHAVICR 

A  cx:3nsiderable  cxxitroversy  surrounds  the  question  of  vAiether  growth  in 
volume  and  intensity  results  frcm  physicians  making  choices  in  order  to 
increase  their  inccme.    Pauly  et  al.  (1988)  have  sunmarized  three  alternative 
bdiaviorcLL  models  that  illustrate  hew  expected  re^xxses  to  payment  changes 
are  at  least  partially  dependent  xipon  v*iat  assunptions  are  made  about 
physician  motivation: 

o      Profit  mavimigai-inn.    uhder  a  sinple  profit  maximization  model,  the 
physician  is  adleged  to  function  eis  any  other  smcLLl  businessman;  the 
physician's  strategy^  within  the  limits  of  ethical  behavior,  is  to 
maximize  profits.    Uhder  this  sinplified  view  of  physician  behavior, 
physicians  would  provide  services  until  payments  are  lower  than  the 
cost  of  providing  the  service.    Thus,  payment  decreases  would  likely 
reduce  volume,  or  have  no  effect  at  all  on  volume,  if  the  services 
being  reduced  are  still  profitable.    Conversely,  payment  increases 
would  likely  increase  volume  if  the  service  henamp  profitable  for 
additioncd  physicians.    Ihis  model  is  clecirly  limited  because  the 
amount  of  services  physicieins  could  provide  would  ultimately  be 
limited  by  patient  demand  or  willingness  to  accept  the  services. 

o      Teirqet  inccme  model.  Ihe  beisic  idea  bdiind  target  inccme  modelsis 
that  physicians  hacve  seme  fixed  rsmge  of  inccme  that  they  seek  to 
maintadn.    Uhder  this  model,  physician  willingness  to  induce 
additicml  services  is  at  lecist  partiedly  counterbedanced  by  ethical 
consideration  as  to  appropriate  patient  care,  in  contreist  to  the 
profit  maximization  model  in  v^ch  the  physicicui  incentive  is  to 
achieve  the  hi^iest  inocme  possible.    Thus,  for  exanple,  physicians 

expect  to  haive  their  inccme  reduced  beyond  the  desired  range 
because  of  price  reductions  or  other  payment  reductions  mi^t  beocne 
increasingly  willing  to  modify  the  volume  or  intensity  of  their 
services,  dependent  on  the  expected  effect  of  the  payment  reductim 
on  total  income. 

o      Patient  agency  model.    In  this  ncneooncmic  model,  physicians  are 
thou^it  to  serve  as  their  patient's  agent  in  the  sense  that 
decisions  as  to  service  volume  and  intensity  are  solely  dependent 
upon  \ibat  the  physician  perceives  as  being  in  the  patient's  best 
interest  (Eise9:iDerg,  1988) .    Variations  of  this  model  include  the 
physician  as  a  clinical  agent  with  a  priaiary  concern  for  patient 
health  status  and  other  modifications  of  this  basic  approach  in 
vAiidi  the  physician  also  considers  the  patient's  econcmic  interests 
and  other  preferences.    Under  this  model,  service  volume  or  other 
practice  changes  mi^t  not  be  effected  by  payment  changes, 
e^)ecially  if  the  econcmic  status  of  the  patient  is  not  changed. 
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Table  1 


COMPONENTS  OF  INCREASES  IN  TOTAL  RECOGNIZED  CHARGES  PER 
ENROLLEE  FOR  PHYSICIAN  SERVICES:  HISTORICAL 
(In  percent) 


Increase  due  to 

price  changes 

Year 

Increase  in 

Net  increase 

Total  increase  in 

ending 

physician  fee 

in  reasonable 

Residual 

recognized  charges 

June  30, 

component  of  CPI 

charges 

f  actors 

per  enrollee 

Aged : 

1967 

7.6 

1968 

5.9 

U.8 

10.6 

15.9 

1969 

6.2 

U.7 

5.9 

10.8 

1970 

6.7 

3. '9 

0.6 

^.5 

1971 

7.5 

U.5 

0.3 

U.8 

1972 

5.2 

3.9 

2.0 

6.0 

1973 

2.6 

2.0 

5.0 

7. 1 

197U 

5.0 

3.2 

5.U 

8.8 

1975 

12.8 

8.9 

3.6 

i?.8 

l*<  1  0 

•5  C 
J  'J 

1  y  n 

1977 

10.2 

9.0 

no 

0.7 

Q  0 

1  ■?  7 

1979 

8.6 

'i  .a 

3.6 

1.1.7 

1980 

11.5 

O.~0 

7.6 

•>b.b 

1981 

11.1 

7.7 

8.3 

le.o 

1982 

9.9 

10.8, 

5.6 

17.0 

1983 

8.2 

8.9 

9.6 

198U 

^.5 

7.2 

«.2 

11.7 

1985 

6.0 

u.8 

2.5 

3.3 

1986 

6.7 

0.0 

10.9 

10.9 

Disabled  (excluding 

ESRD): 

197« 

5.0 

1975 

12.8 

8.9 

1U.U 

2U.6 

1976 

11  .u 

8.2 

7.6 

16. U 

1977 

10.2 

9.0 

6.1 

15.6 

1978 

8.9 

9.0 

5.5 

15.0 

1979 

8.6 

7.8 

8.8 

17.3 

1980 

11.5 

8.6 

9.1 

18.5 

1981 

11.1 

7.7 

B.ti 

16.7 

1982 

9.9 

10.7 

5.^* 

16.7 

1983 

8.2 

8.9 

12.9 

23.0 

198U 

7.5 

7.2 

1.5 

8.8 

1985 

6.0 

0.8 

1.8 

2.6 

1986 

6.7 

0.0 

5.6 

5.6 

Source:  HCFA/OACT 
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Table  3 


Assignment  Rate  Based  on  Charges,  FY  1977-1988 


Fiscal 

Ail  Part  B 

Physician 

Year 

Services 

Services  ** 

1977 

'46. 

197S 

'4l  .7 

1979 

'4Z.3 

19S0 

149.2. 

19S1 

51.2 

1982 

52.1 

1983 

53.7 

198^ 

57.0 

1935 

66.9 

65.5 

1986 

68.9 

66.^^ 

1987 

73.0 

70.8 

1988 

7S.14 

77.0 

♦  Based  on  allowed  charges, 

**  Based  on  covered  charges,  prior  to  reasonable  charge  reductions. 
Source:  HCFA  Bureau  of  Program  Operations. 


Table  A 


Trends  in  Physicians'  Expenditures  Per  Inpatient 
Admission,  1982-1987 


Year 


Phys  icians ' 

Expenditures 

($Millions) 


Admissions 
(Thousands ) 


Part  B 
Expenditures 
per  Admission 
($) 


Percent 
Change 

per 
Admission 


$  9,374 

11,278 

$  831 

1983 

10, 723 

11,812 

908 

9.2% 

1984 

10,935 

11,508 

950 

4.7 

1985 

10,497 

10,904 

963 

1.3 

1986 

10, 783 

10, 795 

999 

3.8 

1987 

11,975 

10,841 

1,105 

10.6 

Source : 


Medicare  Part  B  Data  System;  American  Hospital  Association 
Panel  Survey. 
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Table  8 


SOURCES  or  INCREASE  IN  PER  BENEFICIARY  SPENDING  FOR  PHYSICIANS'  SERVICES, 
1983-86 


Type  of  Service 

Percent  of 
Increase 

Percent 
of  Total 
ExDenditure9 

Medical  Care 

17.9% 

31.6% 

Consultations 

3.0 

3.1 

Surgery 

41.3 

35.8 

&  n*  9  the  9  i.a 

4.6 

4 . 7 

Assistant  Surgery 

1.5 

2.6 

Radiology 

15.3 

12.6 

Laboratory 

-0.1 

3.0 

Specialized  Tests 

10.6 

5.3 

Other 

S.9 

1.3 

100.0% 

100.0% 

Source ;     Medicare  Part  B  claims  for  Alabama,  Connecticut,  Washington  and 
Wisconsin . 

Center  for  Health  Economics  Research 
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Table  10 

SOURCES  OF   INCREASE   IN  MEDICARE   SPENDING  PER  BENEFICIARY  FOR  SURGERY,  1983-1986 


Percent  Dollar 


Suraical  Procedure 

Share 

Share 

Lena  Procedures 

25  .3% 

$13.89 

Colonoscopy 

9.5 

5  .20 

CABG  Surgery 

4.7 

2.57 

Cardiac  Catheterization 

4.0 

2.18 

Upper  GI  Endoscopy 

3.0 

1.67 

Knee  Replacement 

1 . 7 

0.  96 

Hip  Replacement 

1.0 

0.56 

Sigmoidoscopy 

0 .  9 

0.50 

TURP 

0  . 8 

0 . 43 

Hip  Fracture 

0 . 7 

0  .37 

Hernia  Repair 

0 . 3 

0.19 

Bronchoscopy 

0 . 0 

0.00 

Carotid  Thromboendarterectomy 

-0.1 

-0.08 

Cholecystectomy 

-0.1 

-0.04 

Proctosigmoidoscopy 

-0.4 

-0.20 

Partial  Colectomy 

-0.6 

-0.32 

Pacemaker  Insertion 

-0.7 

-0.39 

Other  Surgery 

50.0 

27.3? 

100.0% 

$54.88 

Source i     Medicare  Part  B  claims  for  Alabama,  Connecticut,  Washington  and 
Wisconsin. 

Center  for  Health  Economics  Research 


Table  11 

SHIFTS    IN  DISTRIBUTION  OF  MEDICARE  OFFICE   AND   HOSPITAL  VISIT  CODES,  1383-1986 


1984 


1986 


Brief 

Limited 

Intermediate 

Extended 

Comprehensive 


8% 

3 

1 

4 

1 


6.7% 


0.  6% 
1.9 

1 .  4 
0.5 
1.3 


5.7% 


0.6% 

1.8 

1.7 

0.5 

1.4 


6.0% 


5% 

6 
9 
6 
5 


6  . 1% 


Established  Patient 


Minimal  2.1 

Brief  37.2 

Limited  29.4 

Intermediate  19.6 

Extended  3.2 

Comprehensive  2 . 0 


2. 
31, 
31, 
22 

3 

_^ 


1 
24 
33 
25 

4 

_i 


1  , 
18, 

36, 


28.8 
5.2 
3.1 


100  .0% 


100.0% 


100 . 0% 


100 . 0% 


Hospital  Visits 
Initial  Care 
Brief 

Intermediate 
Comprehensive 

Subsequent  Care 

Brief 

Limited 

Intermediate 

Extended 

Comprehensive 

Dlacharae  Dav 

Management 


1 . 1% 

3.3 
5.1 


30.1 
32.2 
22.4 
3.7 
1.5 


9.5% 


26.2 
30.9 
25.3 
4.3 
2.1 


10.2% 


0.7% 

3.2 

6.8 


19.9 
30.8 
28.9 
5.7 
2.7 


10.7% 


15.3 
32.7 
30.1 
6.2 
3.1 


10  .  7% 


100.0% 


100.0% 


100.0% 


100.0% 


Source :    Medicare  Part  B  claims  for  Alabama,  Connecticut,  Washington  and 
Wisconsin. 

Center  for  Health  Economics  Research 


Table  12 


Allowed  Charges  for  Physician  Services,  Five  Selected  States, 

1983  to  1985 


State 


Allowed 
Charges, 

1983 
($  millions) 


Five  States 


$  7iilA 


South  Carolina  102.5 

South  Dakota  38.3 

Indiana  287.^ 

Washington  261.0 

(North  Dakota  51.8 


Allowed 
Charges, 

1985 
(Millions) 


Percent 
Change 


$  879.6 


18.7% 


130.6 
^^6.2 
338.5 
307. 1 
57.2 


27.^ 
20.6 
17.8 
17.7 
10.4 


Source:  Mandex  Inc.,  Final  Report:  Changes  in  Medicare  Part  B  Physician  Charges,  1988 


Table  H 

Decomposition  of  Increases  in  Allowed  Charges  by 
Type  of  Service,  Five  Selected  States, 
1983-1985 


Type  of  Service 

Diagnostic 


Total 

Surgery 

Medical 

X-ray 

Anesthesia 

Other 

5  States 

100.0% 

50.5% 

17.4% 

13.  i 

6.8 

12.1 

Indiana 

100.0 

5k.  I 

12.7 

16.3 

4.8 

12.1 

Washington 

100.0 

145.5 

21*.  k 

13.5 

6.3 

10.0 

South  Carolina 

100.0 

5^.8 

19.0 

9.7 

6.5 

10.0 

North  Dakota 

100.0 

i+6.0 

6.8 

2. if 

24.6 

20.2 

South  Dakota 

100.0 

^^.5 

8.8 

10.4 

11 . 1 

25.1 

Source:        Table  R.2,  Changes  in  Medicare  Part  B  Physician  Changes:  Appendix  to 
Final  Report,  Mandex,  Inc  ,  October  1988. 


Table  14 

Percent  Change  in  Medicare  Expenditures  Per  Enrollee 
All  U^.,  1983-1985 


Percent 

Change 


Region  14.8% 

New  England  19.1% 

Middle  Atlantic  IS. 8 

South  Atlantic  1^.0 

E.N.  Central  11.5 

W.N.  Central  15.9 

E.S.  Central  15.0 

W.S.  Central  U.7 

Mountain  21.0 

Pacific  10.2 


Source:  Urban  Institute. 


(from  Barer,  Evans,  and  Labelle,  Milbank  Quarterly,  1988,  #1) 
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ILLUSTRATION  OF  BUDGET  NEUTRAL  MEDICARE  PAYMENT  REDISTOIBUTIONS , 
ASSUMING  SELECTED  PHYSICIAN  BEHAVIORIAL  CHANGES, 
HARVARD  RB-RVS  BASED  PAYMENTS  VS.  CURRENT  ALDDWED  CHARGES, 

PRELIMINARY  FINDINGS 


BEHAVIORIAL  CHANGE  ASSUMPTION* 

No  25%  50%  75% 

behaviorial  offset  offset  offset 
offset 


(percent  change  in  Medicare  revenues) 


Dermatology 

4% 

2% 

0% 

-  1% 

Family  Pract. 

66 

57 

45 

30 

General  Surg. 

-10 

-  8 

-  6 

-  3 

Gynecology 

1 

1 

1 

1 

Internal  Med. 

28 

22 

16 

8 

Ophthalmology 

-31 

-26 

-19 

-11 

Orthopedics 

5 

4 

3 

2 

Otorhinolar. 

16 

14 

11 

7 

Pathology 

-23 

-19 

-15 

-  9 

Pediatrics 

31 

25 

19 

11 

Psychiatry 

-  9 

-  9 

-  9 

-  6 

Radiology 

-36 

-30 

-22 

-13 

Thoracic  Surg. 

-44 

-35 

-25 

-14 

Urology 

3 

1 

-  1 

-  1 

These  results  are  based  on  an  assurrption  that  physicians 
receiving  a  reduced  payment  for  a  service  will  partially  (by 
the  indicated  assumed  percentage)  offset  the  loss  by 
increasing  volume/ intensity  of  the  service. 

Note: 

(1)  To  maintain  budget  neutrality  under  behaviorial  change 
assunptions,  the  conversion  factor  applied  to  the  RERVU  to 
obtain  an  edlcMed  charge  for  a  service  nust  be  reduced  to 
account  for  increased  volume/ intensity  of  services.  For 
example,  under  these  cdtemative  simulations,  the  conversion 
factor  for  no  behavior  change  is  0.537  vAiile  the  CDnversion 
factor  for  50  percent  behavior  change  is  0.458,  a  reduction 
of  14.7  percent. 

(2)  Data  include  specialities  and  services  covered  by  Harvard 
RBRVS  study. 


Source: 


HCFA,  Office  of  Research  and  Demonstrations.    National  1988 
estimates  based  on  1986  EMAD  Procedure  file  i;pjated;  Harvard 
RBRVS  final  phase  I  relative  values. 
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Ejoecajtive  Sunmary 

The  OcxTSolidated  Cttinitius  Budget  Recxaiciliation  Act  of  1985 
(P.L.  99-272)  requires  the  Secretary  of  Hecilth  and  Human  Services  to 
develop  a  relative  value  sccile  (RVS)  for  physicians'  services  and  to  make 
reconmendaticaTS  to  Ocaigress  for  using  this  scale  for  determinirig  Medicare 
payments. 

An  RVS  is  a  set  of  numerical  values,  crie  for  each  service  that 
physicians  or  other  mediceil  care  providers  may  provide,  reflecting  the 
relative  ••valuaticxi"  of  each  service.    By  itself,  an  RVS  does  not  set 
payment.    To  turn  the  RVS  into  a  fee  schedule,  the  relative  values  itajst  be 
iraaltiplied  by  a  monetary  conversioi  factor  (e.g. ,  $10  per  lanit) .  The 
valuaticHi  incorporated  into  the  RVS  can  be  determined  in  many  ways  —  f  ran 
current  chetrges,  frcm  consensus  among  physicians  or  between  payers  and 
physicicins  or  among  patients;  by  unilateral  decisions  of  the  payer;  or 
from  the  resources  used  in  provision  of  service.    An  RVS  based  on 
resources  use  is  called  a  resource-bcised  or  RBRVS. 

This  r^»rt  focuses,  because  of  strcxig  interest  in  Congress  and 
elsevAiere,  an  the  viability,  develcponent,  evaluaticn,  strengths, 
weaknesses,  and  possible  uses  of  the  RERVS  developed  at  Hcirvard  University 
by  William  C.  Hsiao,  Ih.D. ,  and  his  colleagues,  under  cooperative 
agreeanent  with  the  Hesilth  Care  Financing  Administration  (HCFA) .  The 
r^»rt  describes  general  issues  in  the  current  Mediceure  payment  system, 
including  motivation  for  RVSs,  and  in  the  construction  of  RVSs  {Chapter 
1) ;  e^ladns  how  the  Harvard  team  developed  the  Harvard  PBRVS  (Ch£^7ter  2) ; 
examines  methodologiccJ.  issues  in  the  design  of  the  RBRVS  (Ch^^ter  3) ; 
and  presents  siitulations  (Chc^jter  4)  of  the  inpact  of  various  payment 
opticais  for  physician  payment  under  Medicstre  based  upon  RVSs,  including 
the  Harvard  PBRVS,  additive  models  based  \jpcn  the  Harvard  RBRVS,  and  a 
charge-based  RVS.  This  ch^rtier  also  presents  discussions  on  adjustments  to 
reflect  differences  in  practice  costs  among  geographic  areas.    The  r^xDrt 
ccaicludes  with  a  discussion  of  the  advisability  and  feasibility  of  using 
the  Harvard  RBRVS  or  variations  of  it  for  Medicare  payment  purposes. 

Badgrround. 

Since  Medicare  began,  the  Si^plemaitazy  Medical  Insurance  program 
(Part  B)  has  paid  physicians  using  a  fee-for-servioe  system  called 
"customary,  prevailing,  and  reascaiable"  (CER)  (^3pendix  A  describes  the 
CER  system  in  detail) .    Uhder  CFR,  physician  payments  are  based  upoi 
physicians'  actual  charges  to  the  Medicare  program. 

Available  evidence  indicates  that  CFR  has  provided  access  to  physician 
care  and  financial  protection  for  Medicare  beneficiaries.    CER  has  been 
less  successful  by  other  criteria:  fees,  volume  and  int^Tsity  of  services, 
and  overall  expenditures  have  increased  dramatically  in  the  last  decade. 
Between  1975  and  1987,  Medicare's  Part  B  expenditures  per  enrollee  grew  at 
an  annual  rate  of  15.0  percent,  vAiile  per  capita  Gross  Naticral  Product 
grew  at  only  7.9  percent.    There  is  general  agreement  that,  to  the  extent 
that  this  growth  is  attributable  to  the  payment  system,  the  problen  is 
fee-for-service  payment  and  that  an  RVS  or  any  other  fee-schedule  based 
payment  systea  would  probably  not  have  reduced  grcwth  greatly. 
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The  CFR  systan  Is  cxaooplex,  and  seme  critics  CGntend  that 
sisplificaticn  of  the  systan  should  be  an  inpcn^ant  goal  of  any  reform, 
hut  given  the  need  to  iqxiate  any  RVS  over  time,  an  RVS-based  payment 
system  vrould  not  necessarily  be  sinpler.    The  Harvard  study  documents  that 
CFR  has  also  resulted  in  payments  that  are  hi^ier  for  technological  and 
invasive  procedures  than  for  evaluation  and  management  services  that 
require  ocoparable  resources  as  defined  by  the  stut^.    Critics  of  CER 
argue  this  payment  differentiad  uses  Medicare  finds  inefficiently, 
discourages  primary  care,  and  is  inequitable  to  physicians  across 
specialties.    These  critics  argue  that  the  relatively  hi^ier  payments  for 
technological  procedures  encourages  unnecessary  prcvisicn  of  these 
procedures,  thus  raising  total  costs  \Aiile  paying  more  for  these 
procedures  than  is  necessary  to  secure  access  to  care  for  Medicare 
beneficiaries.    As  with  other  cl2dms  made  criticizing  or  si^^porting  either 
CEf^  or  a  resource-based  payment  system,  there  has  been  little  esaopiricsd 
work  performed  that  either  substantiates  or  refutes  the  cledm  that  payment 
rates  under  CFR  encourage  inappropriate  care  or,  alternatively,  that 
resource  based  payment  would  reduce  inappropriate  care.  Moreover, 
plausible  theoretical  arguments  can  be  made  en  both  sides  of  the  issue. 

If,  however,  payments  under  CPR  are  excessive  for  technological  and 
invasive  procedures,  it  is  unclear  vAiether  beneficiaries  would  still  have 
access  to  such  services  if  payments  for  these  services  were  cut.  Access 
to  primary  care  does  not  currently  appear  to  be  a  problem  at  the  national 
level,  althouf^  there  may  be  loGsLLized  access  problems.    The  extent  to 
vAiich  this  is  a  problem  of  the  payment  system  as  opposed  to  the  other 
problems  faced  by  underserved  eureas  is  not  clear.    Differences  in  payments 
for  different  services  may  be  inequitable  if  equity  requires  equal  pay  for 
ccnparable  work,  but  the  question  of  equity  is  less  clear  if  one  takes 
account  of  factors  such  as  the  supply  of  specialties,  the  desires  of 
beneficiaries  for  services,  and  mpriiral  and  fionial  value  of  the  services. 

VSiile  it  is  clear  that  the  Harvard  RERVS  cannot  resolve  all  conplednts 
agsdnst  the  current  Medicare  fee-far-service  payment  system  and,  more 
^)ecifically,  CFR,  its  advocates  urge  that  it  can: 

—  preside  a  tool  for  simplifying  the  payment  system. 

—  2Kidress  both  the  equity  and  efficiency  issues,  by  revaluing 
procedures  relative  to  their  resouroe  irputs  and  reducing 
incentives  to  provide  an  excess  of  certain  services  vAiile 
encouraging  prtvlsicn  of  others. 

—  equalize  incentives  across  procedures,  resulting,  at  least  in 
theory,  in  more  appropriate  care  for  the  Medicare  beneficiary. 

Again,  the  claim  that  the  Harvard  RERVS  could  achieve  these  goals  has 
not  been  substantiated  by  easpirical  evidenoe.    In  addition,  many  of  these 
claims  could  be  msKie  for  other  FVS-based  payment  systems.    For  that 
reason,  this  report  also  discusses  modifications  of  the  Harvard  RBRVS  as 
well  as  a  charge-based  RVS. 
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Nonetheless,  an  RVS^aased  fee  schedule,  like  other  fee-for-service 
approaches  to  payment  reform,  does  not  directly  <!vfeess  tJr^  growth  in 
volume  and  intensity  of  services  that  has  been  the  main  cccponent  in  the 
increeise  in  Medicare  eaqjenditures  (see  the  recent  report  to  Congress, 
"Grcwth  in  the  Volume  emd  Intensity  of  Riysiciain  Services:  Issues  and 
Options") . 

Constructicai  of  the  Harvard  RBRVS.    The  goal  of  the  Harvard  study  was  to 
develop  an  PBRVS  by  measuring  the  resource  inputs  used  in  prodikcing  a 
service. 

Uie  constrtiction  of  the  Harvard  RBRVS  was  a  miltistep  process.  The 
first  step  was  to  measure  the  amount  of  work  provided  by  the  physician 
during  the  actuELL  performcinoe  of  the  procedure  (intraservice  woric) .  The 
Harvard  stud/  team  detemined  that  Current  Procedural  Terminology,  Fourth 
Edition  (CPr-4)  codes  should  not  be  used  directly  as  the  basis  for 
surveying  physicians  to  estimate  resource  use.    As  a  result,  the  Harvard 
team  created  vignettes  and  surveyed  physicians  to  estimate  work  for  the 
vignettes.    Because  CPT  is  the  basis  of  the  coding  system  under  v^hich 
physicians  are  paid  under  Mediccire,  it  was  then  necessciry  to  assign  the 
appropriate  CPT  codes  to  these  vignettes.    These  ratings  were  done  cm  a 
specicill^  ^)ecific  basis  and  resulted  in  18  different  scaG.es. 

Second,  statistical  techniques  and  physician  consensus  were  used  to 
merge  these  18  scales,  resulting  in  one  scale  that  contadned  relative 
intraservice  work  values  for  all  surveyed  procedures  in  the  included 
^)ecieLLties.    Since  this  scale  included  only  work  performed  during  the 
procedure  and  not  work  dene  by  the  physician  before  (pre-service  work)  or 
after  (post-service  work)  the  procedure  itself,  estimates  for  these  types 
of  work  were  generated  and  added  onto  the  work  values.    This  resulted  in 
an  RVS  for  total  work. 

Next,  because  only  372  unique  services  were  actually  surveyed,  it  was 
necessary  to  extrapolate  to  the  nonsurveyed  procedures.    The  underlying 
assunption  for  esctrs^lation  was  that,  within  small  families  of  CPr-4 
codes,  charge  ratios  are  reasonable  proxies  for  relative  work  differences. 

The  study  team  developed  a  model  that  measured  two  input  resources  in 
addition  to  physician  work:  practice  costs  and  opportunity  costs. 
Practice  cost  infomation  was  derived  frcm  ^jecialty-^jecif ic  national 
survey  data;  opportunity  costs  were  measured  by  attributing  costs  to  the 
earnings  lost  during  ^)ecialty  training.    In  the  Harvard  model,  the  three 
factors  ocnbine  nultiplicatively  to  produce  the  RBRV  for  each  service: 

RERV5=(TW)  (1+RPC)  (1+AST) 

vAiere  TW  is  the  total  work  input  by  the  physician,  RPC  is  an  index  of 
relative  practice  costs,  and  AST  is  an  index  of  relative  amortized 
opportunity  cost  of  ^lecialty  training.    There  is  not  broad-^aased 
agreement  that  this  is  the  most  appropriate  model  for  determining  the 
RBRV;  emother  e^roach  that  has  been  discussed  is  that  costs  attritutable 
to  physician  work  be  added  to  those  attributable  to  practice  costs  rather 
than  multiplied. 
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Results.    The  study  found  that  there  was  rou^y  200-fold  variation  in 
rescxiroe  iiputs  across  services.    Ocnparison  of  1986  Medicare  charges  to 
Harvard  RBRVS  values  for  invasive  procedures  and  office  visits  showed  that 
the  typical  ratio  for  invasive  procedures  was  more  than  three  times 
greater  than  the  ratio  for  office  visits,  inplying  that  office  visits  are 
relatively  underpedd.    The  Harvard  team  conpared  1986  Medicare  mean 
charges  to  Harvard  RERVS-based  charges  and  found  that  many  surgical 
procedures  could  vary  in  payments  between  the  two  by  more  than  60  percent. 

Critique  of  the  y^^^T^jri  PEP^-  HCEA  extensively  revieMed  and  analyzed  the 
study  and  its  results.    In  performing  the  analysis,  HCFA  consulted  with 
experts  in  the  fields  of  medicine,  statistics,  and  econcmics,  solicited 
ccaononents  frcm  physician  specialty  groups  and  conducted  extensive 
simulations.    Generally,  the  Harvard  study  represents  a  methodologiccdly 
rigorous  effort  to  measure  resource  use.    The  stucfy  demonstrates  that  it 
is  possible  to  use  physician  resource  inputs  to  establish  RVSs  within 
specicLLties  and  deooonstrates  that  it  is  possible  to  cdign  these 
^)ecialty-specif ic  scales  to  create  a  ojniiui  scade  of  relative  values  that 
are  meaningful  across  speciadties. 

The  Harvard  RBRVS,  as  it  is  currently  constructed,  however,  is  not  yet 
reasiy  for  full  inpleaoaentation.    In  addition  to  the  obvious  fact  that  the 
stuc^  included  only  18  ^jecialties,  there  are  a  noicber  of  significant 
issues  with  the  stuc^  itself,  and  several  significant  issues  that  would 
have  to  be  resolved  before  the  Harvard  RBRVS  could  be  fully  inpleroented 
for  Medicare  payment  purposes.    Many  of  these  issues  c^^pear  to  be 
solvable,  but  may  require  a  leu:ge  edlocation  of  resources.    The  major 
issues  raised  by  the  Harvard  RBRVS  follow. 

1.  Because  the  Harvard  RBFVS  focuses  only  on  resource  input,  it 
ignores  the  role  of  daoaand  in  determining  prices.  As  such  it  ignores  the 
value  that  patients  attach  to  particular  services.    This  inplies  that 
payments  that  mi^t  be  set  under  this  systan  may  not  be  any  closer  to 
optimcd  econonic  prices  than  those  that  curroitly  exist. 

2.  Measureaanent  of  work  during  the  performance  of  the  service 
(intraservice  work)  and  the  assignment  of  the  vignettes  to  the  CPT  codes 
raised  a  nuoter  of  concerns: 

—  The  vignettes  did  not  necessarily  reflect  the  Medicare 
population.    Thus,  if  the  work  required  to  perform  a  service  for 
those  above  age  65  is  different  than  the  work  required  for  the 
general  population,  the  resulting  relative  values,  vdien  used  for 
the  Medicare  population,  will  be  biased. 

—  There  was  e^jparently  scrae  difficulty  in  assigning  the  appropriate 
C3*r  codes  to  vignettes,  particularly  for  visit  codes.  The 
difficulty  with  visit  codes  led  the  Harvard  team  to  propose  a 
separate  methodology  to  derive  relative  values  for  visit  codes. 
This  methodology  involved  the  use  of  time  in  the  definition  of 
CPT  codes  for  visits,  a  step  that  would  involve  substantial 
inplementation  issues. 
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—     since  the  process  of  assigning  C3=T  codes  was  independent  of  the 
designing  of  the  vignettes,  the  vignettes  may  not  represent 
average  resouroes  for  the  CFT  code  in  qijestion. 

3.  Although  estimates  of  intraworic  were  obtaiined  by  survey  for 
apprtaximately  400  services,  estimates  of  pre-  and  post-service  woric  were 
not  obtained  by  survey.    To  generate  these  estimates,  153  of  the 
approximately  400  services  surveyed  for  intraworic  were  surveyed  to  ctrtain 
estimates  of  pre-  and  post-service  time.    These  surveyed  values  were  used 
to  estimate  pre-  and  post-service  times  for  the  remainder.  Finally, 
estimates  of  pre-  and  post-service  work  were  derived  by  making  assunpticns 
about  the  relationships  between  intraservice  and  pre-  and  post-service 
VcLLues  and  estimating  values  frcm  intraservice  results.    There  are 
significant  questions  as  to  the  validity  of  this  methodology  for  pre-  and 
post-service  work  vAiich  represent  as  nuch  as  46  percent  of  total  work  for 
sane  procedures. 

4.  The  VELlidity  of  the  ccranon  scale  that  crosses  ^jecialties  hinges  c«i 
identi^ing  linking  procedures  across  ^jecicilties.  VJhile  there  is  no 
evidence  to  suggest  that  the  linking  procedures  sure  not  vcilid,  there  is 
some  question  cis  to  v^ther  different  panels  of  physicians  would  have 
identified  different  procedures.  Defining  different  procedures  could 
change  the  locations  of  procedures  on  the  ocmnon  scale  and  change  the 
relative  values. 

5.  Practice  costs  repres^it  e^proximately  45  percent  of  physicians' 
gross  revenues  and  a  ccnparable  portion  of  iiput  into  physician  services. 
Relative  values,  and  hence  payments,  can  vary  substantially  based  on  the 
choice  of  edlocaticn  method  used.    A  variety  of  cillocation  methods  are 
possible,  including  methods  developed  by  the  HEurvard  team,  by  the 
Physician  Payment  Review  Gcranission  (PERC) ,  and  by  HCFA.  Ifrifortunately, 
there  ctre  insufficient  data  to  determine  which  method  is  most  accurate. 
This  eu::ea  needs  further  stuc^. 

6.  Practice  costs  and  o(:portunity  costs  are  calculated  by  specialtY, 
not  by  service.    This  inplies  that  any  procedure  performed  by  ^jecicLLties 
with  different  practice  costs  will  be  paid  differently.    It  is  the  ccise, 
iKMever,  that  there  is  no  one  theoretically  correct  way  to  cillocate 
practice  costs. 

7.  Relative  values,  practice  cost  factors,  emd  opportunity  cost 
factors  are  related  to  factors  such  as  the  state  of  technology  and  the 
market  for  mediced  services.    Thus,  relative  values  are  not  ccaistant  over 
time,  and  they  will  have  to  be  v^idated  periodically.    This  updating  could 
involve  a  major  analytic  effort. 

8.  Surveyed  codes  acocunted  for  more  than  30  percent  of  alleged 
charges  for  the  included  ^)ecialties.    The  extrs^lated  codes  accounted 
for  more  than  20  percent  and  the  visit  code  methodology  accounted  for  more 
than  35  percent.    The  extrapolation  methodology  ass>mips  that  within  small 
families  of  procedures,  relative  charges  are  good  proxies  for  differences 
in  work.    Althcu^,  in  general,  the  assunption  that  charges  vary 
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systeoaatically  with  physician  effort  is  justifiable,  it  appears  that  this 
methodology  is  not  universcdly  appropriate  and  significant  questiors  have 
been  raised  as  to  the  overall  validity  of  the  method.    If  relative  charges 
within  families  do  not  accurately  reflect  relative  work  differences,  then 
the  resulting  relative  values  obtained  frcm  this  methodology  will  not  be 
^jpropriate.    It  was  also  found  that  vAien  a  family  contained  more  than  one 
surveyed  service,  the  resulting  extrapolated  values  within  that  family 
could  differ  by  10  percent  depending  upcai  vAiich  surveyed  service  is  used 
as  the  benchmark  in  one  family  and  nearly  50  percent  in  another.  Ihe 
typiccil  variation  is  unknown,  but  may  be  substanticil. 

9.  Ihe  definition  of  "global"  fees  for  surgery  vised  by  Harvard  was  not 
ccxisistent  with  that  used  by  any  Medicare  carriers.    Since  the  global  fee 
packages  used  in  the  study  usually  consist  of  fewer  services  than  are 
included  in  Medicare  globed  fee  packages,  Harvard's  relative  values  are 
usucdly  biased  downward.    Oonforming  the  RBRVS  to  a  uniform  definiticxi 
will  be  ccnplex  and  would  require  careful  inplaonentation. 

10.  Harvard  had  difficulty  in  obtaining  estimates  of  relative  values 
for  procedures  that  involve  both  professional  and  technical  conoponents. 
Scroe  survey  re^nndents  e^^pear  to  have  incorrectly  provided  time  estimates 
for  both  ccnixnents.    In  addition,  the  final  data  of  the  study  identify 
all  radiology  procedures  as  "unresolved. " 

11.  The  Harvard  RBRVS  assumes  that  specialty  differenticils  should 
exist  if  they  reflect  different  costs  of  practice  and  mpdical  education. 
Ihe  e^ropriateness  of  paying  different  amounts  for  simileor  services  is 
unclear. 

j>ifViressina  Issues  Rzdsed  bv  the  Critique.  Hcurvcund  has  initiated  an 
analytic  plan  to  assess  the  methodological  and  usage  issues  in  further 
detail.    Among  the  issues  that  Harvard  hopes  to  stuc^  further  are: 
validation  of  all  results,  more  precise  estimation  of  pre-  and 
post-service  work,  coding  for  visit  codes,  extrs^lation,  and  the 
reliability  and  validity  of  the  linking  procedures  used  in  creating  the 
ccninon  scale.    Mary  of  these  issues  may  be  resolved  throu^  increased  data 
collection  and  analysis.    Other  options  for  the  functional  form  are  being 
examined  by  the  FFRC  and  HCFA. 

Ihe  Inpact  Issue.    If  it  is  considered  valid,  the  Harvard  RERVS  could  be 
used  in  a  nunber  of  ways  for  Medicare  payment  purposes.    Among  the 
potentied  uses  are:  1)  to  identify  "overpriced"  procedures  and  then  to 
liioit  payments  or  charges  f^"  these  procedures;  and  2)  to  establish  a 
Medicare  payment  schedule. 

HCFA  perf omed  simulations  of  a  fee  schedule  based  upcn  the  Harvard 
RBRVS  to  determine  the  iii|)act  of  using  it  as  a  basis  for  a  fee  schedule 
for  payment  for  physician  services  based  \jpcn  the  assunpticm  that  any  fee 
schedule  would  be  budget  neutral.    In  addition,  HCEA  simulated  the  effects 
of  fee  schedules  based  upon  a  modification  of  the  Harvard  RERVS  using  an 
additive  model,  cis  well  as  a  chcurqe-based  RVS. 
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Sisulations  of  the  Harvard  RBRVS  showed  that  it  would  result  in 
substantial  redistributicrts.    VJhile  many  of  the  ^»cialties  in  question 
wculd  not  experience  very  large  redistributions,  others  would. 
SpecieLLties  such  as  family  practice  eind  internal  medicine  would  experience 
large  gedns  under  the  Heurvsond  RBRVS,  vAiile  thoracic  surgery,  radiology, 
and  ophthsLLmology  would  be  leu^ge  net  losers.    The  naorvard  RBRVS  would  eilso 
often  result  in  large  geogre^jhic  redistributions.    These  redistributions 
could,  in  turn,  be  eiffected  by  the  use  of  a  geographic  practice  cost  index 
that  takes  into  consideration  differences  in  practice  costs  amoig 
locedities. 

In  general,  payment  for  invasive  procedures  would  decrease,  vAiile 
payment  for  evaluation  eind  management  procedures  would  increase  under  a 
payment  systan  based  i:^x:n  the  Harvard  RBRVS.    Using  the  additive  model 
modifications  of  the  Harvard  RBRVS  would  tend  to  moderate  these 
redistributions  among  specieilties.    SpecicLLties  that  would  gain  under  the 
additive  models  gsdn  less;  losers  would  lose  less.    It  would  not 
necesszurily  effect  geogrE^liic  redistributions.    I^ider  a  ciiargeHDsised  RVS, 
redistributions  would  be  even  less.    This  is  so  because  such  a  schedule 
would  tend  to  institutioncdize  the  current  payment  structure. 

Sinulations  of  Vcurious  models  were  eLLso  performed  to  estimate  changes 
in  beneficiary  liability.    These  siraolations  were  performed  for  the 
additive  models.    They  showed  that,  althou^  an  additive  variation  of  the 
Harvard  RBRVS  would  have  major  inplications  for  specialties  and 
procedures,  on  the  nationed.  level,  it  vrauld  not  appreciably  affect 
b^ieficiary  out-of-pocket  liability. 
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Chc^jter  1 


AN  INIRDCUCnCN  TO  REIAITVE  VALUE  SCAIES 

Overview  of  Report.    This  is  a  refxart  on  the  development  of  a 
resource-^aased  relative  value  scale  (RBRVS)  for  physiciams'  services  and 
the  feasibility  and  advisability  of  using  such  a  sccLLe  to  determine 
payments  for  Medicare  physician  services.    Relative  vsLLue  scciles  (RVSs) 
can  be  established  in  a  variety  of  ways.    The  basis  for  an  RVS  can  be 
charges,  costs  of  productioi,  resource  use,  or  negotiation,  among  others. 

Because  of  straig  interest  by  the  Congress  and  the  Physician  Payment 
Review  Ocranissicai  (PERC) ,  this  report  focuses  predcminantly  on  the 
viability,  develcpcient,  evsLluation,  strengths,  weaknesses,  and  possible 
uses  of  the  RBRVS  developed  by  Harvard  Ifriiversity  (Harvard  RBRVS)  under 
cooperative  agreement  with  the  Health  Ccire  Financing  Administration 
(HCFA) .    Nevertheless,  the  conceptual  basis  as  well  as  the  advantages  and 
disadvantages  of  using  a  chargeHDased  RVS  are  cilso  ancilyzed  in  detail. 
Chapter  1  describes  general  issues  in  the  construction  of  RVSs;  Chapter  2 
esqjlains  hew  the  Harvard  team  developed  the  Heurvard  RBRVS. ^     Chapter  3 
examines  methodologic  issues  in  design  of  the  Harvcurd  RBRVS;  and  Chapter  4 
presents  simulations  of  the  inpact  of  various  payment  options  for 
physician  payment  under  MadicEure  based  upcsn  RVSs  and  presents  discussions 
on  appropriate  adjusters  to  reflect  differences  in  practice  costs  among 
geogr^iiic  areas.    This  chapter  cilso  presents  simulations  using  a 
charge-based  RVS  as  a  basis  for  a  Medicare  fee  shedule. 

ConaressicaTal  Mandate.    Section  1845(e)  of  the  Social  Security  Act,  as 
enacted  by  section  9305(b)  of  Ooisolidated  Cinnibus  Budget  Reccaiciliaticxi 
Act,  (P.L.  99-272),  and  amenderi  by  section  9331(e)  (3)  of  the  Qnnibus 
Budget  Reconciliaticn  Act  of  1986,  (P.L.  99-509),  and  section  4045(b)  of 
the  Omnibus  Budget  Recmciliation  Act  of  1987,  (P.L.  100-203) : 

"(1)        The  Secretary  shall  develop  a  relative  value  scale  that 
establishes  a  numericcil  relationship  among  the  various 
physicians'  services  for  viiich  payment  may  be  made  under  this 
pcirt  or  under  State  plans  approved  vmder  title  XIX. 

(2)        In  developing  the  scale,  the  Secretary  shall  consider  among  other 
items. . .  (C)  factors  with  respect  to  the  input  costs  for 
furnishing  particular  physicians'  services,  such  as 

(i)  the  differences  in  costs  of  furnishing  services  in  different 
settings, 

(ii)  the  differences  in  skill  levels  and  training  required  to 
perform  the  services,  and 


■■■For  a  full  description  of  the  Harvard  RERVS,  see  the  fined  report 
to  HCFA  performed  under  cooperative  agreement  number  17-C-98795/1-03, 
entitled  "A  National  Study  of  Resource-Based  Relative  Value  Scales  for 
Physician  Services." 
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(iii)  the  time  required,  and  risk  involved,  in  furnishing 
different  services. 


(3)  The  Secretary  shall  ccnplete  the  develcpraent  of  the  relative 
value  scale  under  this  section,  and  r^»rt  to  Ccaigress  an  the 
developanent,  not  later  than  July  1,  1989.    Hie  r^x>rt  shall 
include  the  reccranendaticHTS  for  the  e^licaticai  of  the  scale  to 
payment  for  physicians'  services  furnished  under  this  part  after 
December  31,  1989. 

(4)  (A)    In  making  recamendations  with  re^ject  to  the  application  of  the 

relative  value  scale  for  the  purposes  of  establishing  a  fee 
schedule,  the  Secretary  shall 

(i)  develop  and  assess  an  e^^propriate  index  to  be  used  for  making 
adjustments  to  reflect  justifiable  differences  in  the  costs  of 
practice  and  costs  of  living  based  upon  geogre^iiic  location 
without  exacerbating  the  geographic  maldistributicxi  of 
physicians,  and 

(ii)  assess  the  advisability  and  feasibility  of  developing  an 
^propriate  adjustment  to  assist  in  attracting  and  retcdning 
physicians  in  medically  underserved  areas." 

Vihat  is  an  RVS?   An  RVS  is  a  set  of  numerical  values,  one  for  each  service 
that  physicians  or  other  medical  care  providers  may  provide.  These 
numerical  values  reflect  the  relative  "valuation"  of  each  service.  Ihe 
valuation  can  be  determined  in  many  ways  —  current  chcirges;  consensus 
ammg  physicians,  or  ccxisensus  between  payer  and  providers,  or  ocaisensus 
ammg  patients;  unilatercilly,  set  by  payer;  or  resources  used  in  the 
provisicxi  of  the  service.    An  RVS  based  on  resource  use  is  termed  an 
RBRVS.    By  itself,  an  RVS  does  not  set  payment;  the  relative  values  are 
irultiplied  by  a  monetary  ccxrversicn  factor  (e.g. ,  $10  per  unit)  to  turn 
the  RVS  into  a  fee  schedule. 

Background.    Since  Mediccire  begein,  the  Si^lementary  Medical  Insurance 
program  (Part  B)  has  pedd  physicians  using  a  fee-for-service  system  called 
"custcnoary ,  prevailing,  and  reasonable  (CER) . "    (^:pendix  A  describes  the 
CFR  system  in  detadl.)    Uhder  CFR,  physician  payments  are  based  li^xxi 
physicians'  actual  charges  to  the  Medicare  program.    Most  observers  agree 
that  CFR  has  provided  access  to  physician  care  and  has  provided  increasing 
financiail  protection  for  the  Medicare  beneficicuy.    On  the  other  hand, 
critics  have  eurgued  that  CFR  has  been  less  successful  by  other  criteria, 
i.e.,  fees,  volume  and  intensity  of  services,  and  overall  expenditures 
increased  significantly  in  the  last  decade.    While  critics  eurgue  that 
pcirticulcu:  chco^acteristics  of  CER  may  exacerbate  inflationciry  problems, 
the  basic  COTTtributing  factors  to  e)^)enditure  grcwth  sire  inherent  in  any 
fee-for-service  payment  system.    Between  1975  and  1987,  Medicare's  Part  B 
e:5)enditures  per  enrollee  grew  at  an  annual  rate  of  15.0  percent,  \»Aiile 
per  capita  Gross  National  Product  grew  at  only  7.9  percent.    Attenpts  to 
slow  the  growth  of  Medicare  e3^)eniitures  have  included  the  inpDsitim  of 
the  Medicare  Eocncniic  Index,  instituted  in  1973  to  limit  the  rate  of 
increase  in  cdlowed  charges  for  Medicare  services,  a  fee  freeze,  a  fee 
schedule  for  radiologiccil  procedures,  and  reductions  in  payment  for 
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certain  overpriced  surgicsd  prcx^ecJures.    Critics  argvie  that  these  efforts, 
hcwever,  have  not  solved  the  problem  of  inefficient  prices  for  Part  B 
services  or  the  problem  of  grcwth  in  volume  and  intensity  of  services. 

There  cire  additioral  concerns  about  the  current  Madicsire  payment 
system.    Ocnplciints  have  been  made  that  patients,  providers,  and  payers 
perceive  that  the  system  is  overly  ccnplex.    Seme  contend  that  any 
sircplification  of  the  system  could  be  an  inpDrtant  gosLL  of  any  reform, 
because  it  would  result  in  better  understanding  on  the  peurt  of 
beneficiaries  and  providers.    Critics  also  point  to  differences  in 
payments  (relative  to  physicians'  time)  between  technologicsLl  and 
evaluation  and  management  services.    Critics  of  CER  atrgue  this  payment 
differential  is  an  inefficient  way  of  ejqaending  Medicare  funds, 
discourages  primary  care,  and  is  unfadr  to  physicians  in  certain 
specialties.    While  these  variatiOTS  exist,  the  policy  iicplications  are 
less  clear.    There  is  no  evidence  to  si^iport  a  cledm  that  access  to 
evcduation  and  management  services  has  been  adversaLy  eiffected  by  the 
observed  differences  in  payments.    Indeed,  Mediccure  beneficiaries 
generally  have  excellent  access  to  Ccire,  with  the  exo^jtion  of  certain 
isolated  rural  areas  vAiich  suffer  from  chronic  physician  shortages.  The 
shortages  in  these  areas  generally  affect  Medicare  and  non-Mediccire 
patients  alike  and  appear  to  be  the  result  of  a  variety  of  sociaLL  and 
econcmic  factors  that  are  not  ^jecificcilly  related  to  the  level  of 
Medicare  payments. 

The  argument  that  CER  payments  are  inefficient  is  that  hi^ier  payments 
for  technological  procedures  may  create  incentives  both  for  doing  an 
unnecessary  nurcber  of  these  procedures  and  for  possibly  paying  more  for 
these  procedures  than  is  necessary  to  secure  access  to  care  for  Medicare 
beneficicuries.    The  eorgument  of  unfedmess  to  physicians  is  that  equity 
inplies  that  physicians  receive  payments  that  are  proportional  to  the 
value  of  their  inputs.    Critics  argue  that,  under  the  current  system,  this 
is  not  the  case.    Finally,  traditioncd  criticism  of  CER  eirgues  that  it, 
like  any  fee-for-servioe  system,  is  inflationary  because  of  the  strong 
incentive  to  provide  greater  quantities  of  those  services  that  are  better 
ccnpensated. 

Many  of  the  criticisnis  of  CFR  are  plausible,  but  there  has  been  little 
empirical  work  performed  that  either  substantiates  or  refutes  them. 

The  primary  goal  of  the  Medicare  program  is  to  efficiently  provide 
access  to  medically  necessary  and  effective  services  for  beneficiaries. 
There  are  a  number  of  ways  that  Medicare  payments  for  physician  services 
can  be  reformed.    Seme  are  in  the  context  of  fee-for^-service  and  sane  are 
not.    The  alternative  methods  include  fee  schedules,  physician  diagnosis 
related  grci^js,  Cc^itation,  preferred  provider  organizations,  other 
managed  care  arrangements,  and  conpetitive  bidding.    RVSs,  including  the 
Harvard  RBRVS,  are  just  one  of  the  many  possible  ways  to  establish  fee 
schedules;  and  fee  schedules  are  just  one  of  the  many  options  in  reforming 
Medicare  physician  payment. 

Fee  schedules  have  frequently  been  considered  as  an  alternative  to  CER 
as  a  way  to  establish  payment  rates  for  physician  services.    An  RBRVS 
mi(^t  be  used  in  two  general  ways  for  payment  reform  or  refinement.  It 
could  be  used  to  identic  overpriced  prxx»dures  or  it  could  be  used  as  a 
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basis  for  establishing  fee  schedules  for  all  Medicare  physicians' 
services. 

Prof»nents  of  the  Harvard  PBRVS  argue  that  it  can  contribute  to  two 
major  goals:  (1)  mate  payments  more  efficient  (e.g.,  more  accurately 
reflecting  conpetitive  martet  prices) ,  (2)  mate  payments  more  equitable 
(equal  pay  for  equal  work,  ceteris  paribus) .    Plausible  tiieoretical  could 
be  made  su^jporting  or  refuting  these  cledms.    Agedn,  there  is  no  empirical 
evidence  on  these  issues. 

First,  proponents  argue  that  the  RBRVS  may  be  able  to  aHHTipgg  both  the 
equity  and  efficiency  iss>.ii?s  by  revcduing  procedures  relative  to  their 
resource  iiputs.    The  Harvard  team  has  hypothesized  that  the  Harvard 
PBRVS,  if  adequately  constmcted,  would  equalize  incentives  across 
procedures.        the  basis  of  revenues,  physicians  vrould  be  financiedly 
neutral  in  choosing  procedures.    Advocates  believe  that  the  Harvard  RBRVS 
mit^t  result  in  more  appropriate  care,  and  thus  better  health,  for  the 
Medicare  beneficiary.    Second,  these  advocates  believe  that  it  can  provide 
a  tool  for  sinplifying  the  payment  system.    Third,  the  Harvard  RERVS  may 
be  useful  for  other  payers  and  managed  health  care  systems  for  interned 
management  purposes. 

Lite  any  other  fee-for-service  system,  including  CPR,  no  PBRVSHDEised 
fee  schedule  can  arkirpss  the  growth  in  volume  and  intensity  of  services 
that  has  been  the  mcdn  ccnpcaient  in  the  increase  in  Medicare 
expenditures.    Ihus,  even  if  the  Harvard  RERVS  were  ccnplete  and 
technically  appropriate,  it  would  not  necessarily  be  an  c^ropriate 
instrument,  by  itself,  for  reducing  Medicare  es^ienditures  for  physician 
services.    To  a  large  extent,  the  inpact  of  the  Harvard  RBRVS-i>ased  fee 
schedule  in  terms  of  program  costs,  changes  in  the  mix  of  services,  and 
beneficiary  access  to  care  will  depend  an  the  behavioral  respcxnse  of 
physicians  to  these  changes.    Furthermore,  in  considering  using  any  fee 
schedule,  there  are  a  nunter  of  policy  issues  that  would  have  to  be 
addressed  explicitly.^ 

In  assessing  the  Harvard  RBF^/S,  the  economic  rationale  for  the  scale 
must  be  considered.    In  a  perfectly  ccnpetitive  martet  with  perfect 
information  and  no  barriers  to  entry,  the  marteit  clearing  price  is 
determined  by  both  the  cost  of  production  and  the  demand  for  the  product. 
Ihe  interaction  of  sii^ply  and  demand  in  creating  relative  prices  is 
omitted  in  the  Harvard  RERVS.    As  such,  the  RBRVS  does  not  reflect  the 
benefits  of,  or  the  value  that  patients  attach  to,  particular  services. 
Because  the  sccile  ignores  this  issue  as  well  as  other  issues  such  as  the 
physician's  willingness  to  si^ly  services,  it  does  not  necessarily  get 
Medicare  payments  any  closer  to  optimal  economic  prices  than  those  that 
currently  exist.    Seme  would  argue  that  current  payments  more  accurately 
reflect  the  martet  for  medical  services. 


■^In  addition  to  issues  that  will  be  disms.spd  in  Chc^jters  3  and  4, 
issues  are  cilso  discussed  in  the  report  to  Oongress,  entitled  "National 
Fee  Schedule  Inplementation." 
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In  analyzing  the  applicability  of  any  RVS,  it  is  important  to  consider 
that  Medicare  represents  approximtely  20  percent  of  ^jending  for 
physician  services.    Aooording  to  data  published  in  Medical  Eoonccdcs 
(Paxton,  1987) ,  among  specialties,  it  ranges  from  a  hi^  of  42  percent  for 
ophthalmology  to  a  low  of  2  percent  for  pediatrics.    This  ocnpeuratively 
small  martet  share  may  limit  Medicare's  ability  to  unilatereLLly  inpose 
major  change  en  physician  payment. 

Most  private  insurers  use  reimbursement  methods  that  eire  simileur  to 
CER.    As  a  result  of  this  similarity.  Medicare  payments  tend  to  parallel 
those  of  other  payers,  thou^  with  a  deeper  discount.    The  resulting 
absence  of  sharp  di^arities  between  Medicare  and  non-Medicare  payments 
increases  the  willingness  of  physicians  to  treat  Medicare  patients.  If 
Medicare  were  to  adopt  RERVSHaased  payment  and  other  insurers  were  to 
retsdn  CFR-type  systems,  sharp  di^arities  between  Mediccire  and 
non-Medicare  payments  could  result  and  this,  in  turn,  could  ccnprcmise 
access  to  care. 

History  of  RVSs."^    RVSs  are  not  new.    In  1956,  the  California  MedicELl 
Association  published  the  first  editioi  of  vAiat  became  the  CsLlifomia 
Relative  Vcilue  Studies  (CRVS) .    Ihe  purpose  of  these  studies  was  to 
facilitate  the  construction  of  physicians'  fee  schedules.    Ihere  were 
subsequent  editions  published  in  1957,  1960,  1964,  1969,  and  1974.    In  cill 
editions  of  the  CRVS,  physicicins  charges  were  the  basis  for  unit  vedvies. 
Fran  1956  throu^  1964,  chEu^ge  data  were  collected  ty  a  survey  of 
Ccilifomia  physicians,  under  the  au^ic^  of  the  California  Ocnmittee  on 
Fees.    The  Ocnmittee  determined  the  relative  values  based  upon  the  modal 
and  median  VEdues  for  each  procedure.    Beginning  with  the  1969  edition, 
the  Ocnmittee  used  the  median  charges  reported  by  the  California  Blue 
Shield  plcin  to  derive  the  unit  values. 

The  influence  of  the  CRVS  on  fee  sccdes  for  physician  services 
nationwide  was  reported  in  a  1979  Senate  Govemmenteil  Af fcdrs  Ocnmittee 
r^jort  (Ocnmittee  on  Governmental  Affairs,  1979) .    This  report  shewed  that 
the  CRVS  was  used  by  a  large  number  of  State  medical  societies  and 
specialty  societies.    To  date,  the  CRVS  has  been  the  basis  for  RVSs 
established  by  more  than  40  State  medical  societies.    Ten  States  have  used 
CRVS-based  fee  schedules  for  their  Medicciid  programs.    Third  party  payers, 
including  Blue  Cross/Blue  Shield,  have  edso  used  the  CRVS  to  establish  fee 
schedules.    Other  variations  of  RVSs  have  been  used  by  Medicare  carriers. 
HCFA  has  directed  all  Medicare  carriers  to  develop  charge-based  RVSs  to 
fill  in  gaps  in  custoncuy  and  prevailing  charge  screens.    The  most  recent 
charge-based  RVS  is  the  1986  Florida  RVS. 

There  are  major  concerns,  however,  that  RVSs  developed  by  physician 
groups  may  be  anti-oonpetitive.    By  the  mid-1970s  actions  initiated  by  the 
Federal  Trade  Ccnmission  (FTC)  slowed  the  developooent  of  relative  value 
stuiies.    In  1977,  the  California  Medical  Association  was  advised  by  legal 
counsel  to  enter  into  a  consent  agreement  with  the  FTC,  at  v*iich  time  it 


•Hluch  of  this  section  is  adapted  from  the  Harvard  RERVS  final 
r^xDrt,  Chapter  2. 
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ceased  the  distribution  and  developraent  of  its  RVS. 
societies  entered  into  similcur  agreaooents. 


Other  ^)ecicdty 


Alternative  Methods  of  Oonstnxrtiina  an  RVS.    An  RVS  can  be  developed  in 
ar^  of  several  ways  and  can  be  based  i:ipon  a  njober  of  factors  including 
physicians'  charges,  consumers'  willingness  to  pay,  physicians'  assessment 
of  worth  of  the  procedure,  benefits  to  society,  shadow  prices  (i.e.,  the 
prices  that  would  result  in  a  perfectly  ccnpetitive  nartet) ,  and 
negotiation.    The  goal  of  any  of  these  RVSs  VKSuld  be  to  determine  soGoe 
"appropriate"  set  of  relative  prices  and  to  use  these  values  for  Medicare 
physicians'  payment  purposes.    While  there  are  these  other  potentieG. 
methods  for  deriving  RVSs,  the  discussion  of  these  other  ^proaches,  with 
the  exo^jtion  of  a  charge-isased  RVS,  is  emitted  frcm  this  report  either 
because  they  have  not  been  performed  or  they  have  not  been  evaluated. 

Charge-Based  RVS.    Most  RVSs  that  have  been  developed  have  used  relative 
charges  as  the  basis  for  relative  values.    The  primary  motivations  for 
using  charges  as  the  basis  for  an  RVS  eire  intuitively  ^jpealing: 

o      One  motivati(xi  is  that  almost  all  the  data  needed  to  create 
relative  values  for  payment  of  physicians  under  Mediceire 
currently  exist.    Thus,  to  create  relative  values  across 
services,  one  need  merely  ccnpare  current  charges  for  any  given 
procedure  to  charges  for  a  reference  procedure  ard  rmpare  these 
relative  values  across  procedures.    While  constructicsi  of  an  RVS 
based  can  physician  work,  as  the  Harvard  team  has  done,  involves 
deriving  woric  estimates  either  by  survey  estimation  or  by 
extr^xslation,  creation  of  a  charge-based  RVS  involves  almost 
none  of  the  statistical  assunptions  and  manipulations. 

o      A  second  motivation  is  that  the  payment  system  would  be  very 
similar  to  the  current  system.    Payments  would  be  based  \jpan 
values  derived  from  CER.    As  such,  there  would  be  a  strong 
element  of  continuity  and  less  risk  of  serious  disnption  to 
providers  or  beneficiaries  than  under  RVS  schemes. 

o      To  the  extent  that  the  market  for  physician  services  reflects 
ccnpetitive  market  conditions,  prices  derived  in  this  way  would 
reflect  efficient  resource  use.    If  the  market  prices  are  not 
egregiously  distorted,  then  relative  prices  derived  trcxa  prices 
could  be  a  good  place  to  start.    If  a  relatively  finite  number  of 
relative  vcdues  are  determined  to  be  ina^ropriate  so  that  the 
services  are  performed  too  often  or  infrequently,  their  relative 
values  can  be  edtered.^ 

Those  v*io  argue  against  the  use  of  charges  as  the  basis  for  an  RVS 
note  that  because  of  insurance  penetration  the  re^xxise  of  consumers  to 


^h^esearch  endorsing  the  use  of  charges  as  a  basis  for  an  RVS  has 
been  proposed  by  Hadley  (1984) ,  Hadley  (1989) ,  and  Mitchell,  Crcrawell, 
Posenbach,  and  Stason  (1989) . 
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changes  in  prices  is  severely  decreased.     Thus,  physicians  have  no 
motivation  to  oonstrsLiii  prices.    This  monopolistic  behavior  is  exacerbated 
by  the  fact  that,  because  of  inperfect  information  in  the  market  for 
medical  services,  physicians  cure  not  constrained  to  be  price-takers.  For 
these  reasons,  there  is  seme  reascxi  to  believe  that  observed  prices  that 
exist  in  the  market  are  not  optimal  in  an  economic  sense  and  may  be  a  poor 
basis  for  an  RVS. 

Construction  of  a  charge-based  RVS  is  conceptually  simileu:  to  the 
construction  of  any  other  RVS:  relative  value  is  defined  as  the  vaLLue  of 
any  given  service  relative  to  a  reference  service,  or  numeraire.    In  a 
charge  based  scale,  the  Veilue  of  a  service  is  proxied  by  its  price  or 
charge.    In  the  pai±icular  charge-based  RVS  that  is  used  as  a  basis  for 
sinulations  in  Oiapter  4,  the  nationcil  average  submitted  charge  is  used  as 
the  proo^  for  value  for  a  given  procedure.    The  national  avercnge  charge 
across  eill  services,  wei^ted  by  frequency  of  performance,  is  used  as  the 
numeraire.    The  cheirge  data  used  in  the  construction  of  the  relative 
Vcilues  are  taken  from  the  1986  procedure  file.    CJonceptually,  relative 
values  can  be  calculated  on  a  speciedty-specific  basis  for  cLLl  procedures, 
an  a  specialty-t^jecific  basis  for  seme  procedures,  or  with  no  ^jeciadty 
differentieds.    The  tables  that  cure  presented  on  the  charge-^Dased  RVS 
assume  no  ^jecicilty  differenticilSo 


^Conversely,  Hadley  (1989)  has  argued  that  insurance  penetration 
does  not  iiiply  that  relative  values  based  on  relative  costs  are  closer  to 
ideal  than  relative  values  based  on  relative  fees.    With  or  withcMt 
insurance  penetration,  he  argues  that  the  result  is  indeterminate. 
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Chapter  2 


ocNsirocncN  of  the  harvard  rbrvs 

As  noted  in  the  previous  chapter,  the  vast  majority  of  RVSs  developed 
to  date  have  been  based  upon  charges.    The  majority  of  work  basing 
relative  values  on  physician  inputs  has  involved  Hsiao  and  his 
associates. 

Hsiao  and  Stason  (1979)  first  atteaipted  to  establish  relative  VEilues 
based  on  physician  resource  irpits  involved  in  the  prodtkction  of  the 
services  in  the  late  1970's.    In  this  stu^,  the  authors  assessed  the 
relative  resource  irput  of  27  procedures  ccrauonly  performed  in  five 
specialties  (general  surgery,  obstetrics  and  gynecology,  ophthalmDlogy, 
orthopedic  surgery,  and  urology) .    fhysician  work  was  calculated  to  be 
the  product  of  time  and  ccnplexity.    Because  time  and  complexity  measures 
were  correlated,  the  authors  questioned  vAiether  pln^icians  could  hold 
time  constant  vAiile  providing  estimates  of  ccnplexity.    They  hypothesized 
that  this  overlc^  between  time  and  ccnplexity  led  to  overestimated 
physiciein  work  Veilues. 

A  seccxid  stucfy  of  RBRVS  was  ccxiducted  by  Hsiao  and  Braun  et  al. 
(1985)  for  the  State  of  Massachusetts.    Ihis  work  e}^)anded  on  the  results 
of  the  previous  stut^.    It  surveyed  110  physicians  in  Massachusetts  and 
collected  their  estimates  of  work  directly  on  a  closed  numeric  scale  of 
1-100.    Their  stucty  seeaned  to  yield  suspiciously  low  relative  values  for 
lengthy  procedures  and,  in  the  opinicn  of  ph^icians        served  as 
technical  ccxisultants,  unreasonable  estimates  for  work.    The  Harvard 
RBRVS  is  built  \jpcn  these  earlier  studies. 

Methods.    Hsiao  and  his  colleagues  set  out  to  develop  an  RBRVS  for 
18  specialties  by  investigating  the  physician  resource  inputs  to 
produce  physicians'  services.    The  pecieilties  included  in  the  study 
were:  anesthesiology,  family  practice,  general  surgery,  internal 
medicine,  obstetrics  and  gynecology,  ophthalmology,  orthopedic  surgery, 
otolaryngology,  pathology,  radiology,  thoracic  and  cardiovascular 
surgery,  urology,  cillergy  and  imnunDlogy,  dermatology,  oral/maxillofacial 
surgery,  pediatrics,  rhaimatology,  and  psychiatry.    To  derive  relative 
values,  they  developed  a  model  that  estimates  three  inputs  to  physicians' 
services.    One  input,  work  of  the  physician,  is  estimated  on  a 
service-pecific  basis.    This  input  consists  of  time  pent  before 
("pre-work") ,  during  ("intrawork") ,  and  after  ("post-work")  the  service, 
and  the  intensity  witli  \Aiich  that  time  is  spent.    The  two  other  rescurce 
inputs  are  practice  costs  and  opportunity  costs  of  training.    These  two 
factors  are  estimated  on  a  pecialty-pecific  basis  and  rpresent  the 
costs  of  providing  particular  services  in  different  specialties. 

In  ccxTstructing  the  Harvard  RBRVS,  the  Harvard  team  pent  most  of  its 
effort  quantifying  the  amount  of  the  physician's  woric  in  producing  a 
service.    All  of  the  surveys,  statistical  manipulation,  and  extr^xDlaticxi 
techniques  were  used  to  generate  relative  work  values.    Practice  cost  and 
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opportunity  cxjst  factors  were  generated  using  existing  data.    Hie  three 
factors  are  ccn±>ined  in  the  follcwing  way  to  produce  the  RBRV  for  a  given 
medical  service: 

PBFV=  (TW)  ( 1+RPC)  ( 1+AST) 

v*iere  TW  is  the  totaG.  work  irput  by  the  physician,  PPC  is  an  index  of  the 
relative  specialty  practice  cost,  and  AST  is  an  index  of  the  relative 
amortized  c5:portunity  cost  of  ^jecialty  training.    For  the  purpose  of  the 
construction  of  the  Harvard  RBRVS,  toted  work  was  partioned  into 
pre-service,  intraservice,  and  post-service  work.    The  intraservice  work 
occurs  during  the  actual  performance  of  the  procedure,  and  pre-service 
and  post-service  occur  before  and  afterward.    For  bundles  of  procedures 
that  are  often  reimbursed  under  Medicare  globally,  post-discharge  visits 
are  not  included  in  the  definition  of  post-service  vrork. 

The  construction  of  the  Harvard  KEENS  Weus  a  Ttiiltistgp  process.  First, 
vignettes  or  descriptions  of  pli^icians'  services  were  developed  for  409 
services,  or  approximately  23  services  in  each  of  the  18  specicLLties.  In 
constructing  the  vignettes,  the  Harvard  term  attaopted  to  ensure  that 
(1)  each  service  would  be  understood  as  essenticilly  the  same  by 
colleagues  in  the  (^secicilty,  and  (2)  the  vignette  describes  average 
patient  ccnplexity  for  the  service  in  guestion.    These  vignettes  were 
assigned  to  the  appropriate  Current  Procedural  Terminology  (CPT)  codes, 
the  procedure  coding  systan  used  by  BCFA  and  many  physicians  for  billing 
purposes. 

Then  a  national  randcm  sanple  of  approximately  185  physicians  in  each 
of  the  18  ^)ecicilties,  stratified  by  board  certification  status  and 
region,  was  conducted  for  the  selected  services  in  each  of  the  icespective 
specialties.    With  the  exo^stions  of  allergy  and  iimunology  and 
rheumatology,  vdiich  were  not  stratified  on  board  certificaticai,  at  least 
70  percent  of  those  surveyed  were  bocird  certified.    Given  an  expected 
response  rate  of  60  percent,  the  sample  size  was  designed  to  yield  100 
ccnpleted  questionnaires  in  each  of  the  specicdties.    The  final  number  of 
usable  questionncdres  ranged  frcm  a  hi^  of  117  in  anesthesiology, 
radiology  and  oral  and  maxillofacial  surgery  to  a  low  of  89  in  obstetrics 
and  gynecology.    In  addition  to  gynecology,  only  ophthalmology  (98)  and 
thoracic  and  cardiovascular  surgery  (96)  yielded  feMer  than  100  useful 
questionnaires. 

Althouf^  409  services  were  surveyed,  the  nunter  of  unique  services 
was  only  372.    This  was  so  becavise  a  number  of  services  were  surveyed  in 
more  than  one  ^)ecialty.    Physicians  were  surveyed  about  their  numericcil 
judgments  of  work,  time,  and  intensity  vAiich,  in  turn,  consists  of 
technical  skill  and  physiced  effort,  mentcd  effort,  and  stress  due  to 
risk  in  the  performance  of  the  vignettes  in  question.    With  the  exo^jtion 
of  time,  magnitude  estimation  was  used  to  obt£dn  measurements  of 
intrawork  and  its  dimensions  relative  to  a  reference  standard  in  each 
specialty.    Magnitude  estimation  is  a  technique  that  rates  each  dimension 
in  relation  to  a  reference  service  using  a  ratio  sccde  rather  than  a 
cardinal  or  ordinal  scale.    Thus,  if  a  reference  service  is  assigned  a 
value  of  100  units  of  work,  another  procedure  that  requires  4.5  times  as 
much  work  would  be  given  a  value  of  450.    In  order  to  simpli^  the 
statistical  anedysis,  all  the  measurements  were  ccxiverted  to  a 
logarithmic  scale.    This  transformation  resulted  in  survey  result  sairples 
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that  appeared  to  be  normally  distributed.    This  is  a  desirable 
statistical  prcperty  because  it  edlcws  the  use  of  statisticeLL  procedures 
that  are  based  on  the  assumption  of  nonneLLity. 

The  survey  data  were  used  to  create  scales  of  relative  intraservice 
work  for  each  of  the  ^jecicilties.    Because  these  measures  of  woric  were 
obtained  using  different  services  as  reference  standards  for  the  various 
specialties,  they  could  not  be  directly  ccnpared  to  each  other.  The 
Harvard  team  cowened  panels  of  physicians  to  identify  "link"  procedures 
that  were  the  same  or  etyiivalent  in  terms  of  work  across  ^Kcialties. 
These  "linking"  procedures  are  procedures  that  are  performed  by  different 
specialties  but  were  the  same  or  equivsLLent  in  terxns  of  intraservice 
work.    The  Harvcund  team  ciligned  the  wojrk  measurements  for  the  various 
speciadties  to  create  a  single  scale.    It  did  this  by  adjusting  the  scaile 
for  each  ^jecialty  so  that  the  linked  procedures  would  have  the  same 
value  for  each  i^jecialty  that  performed  them.    This  cross-^jecicilty 
linkage  procedure  reduced  the  number  of  scEdes  from  18  to  1  vdiile  keeping 
the  relatiOTTships  within  the  individual  ^jecicilties  unchanged.  The 
resulting  ccramon  sccile  ranked  intraservice  work  for  eill  surveyed 
procedures.    This  scale,  hcwever,  did  not  include  pre-service  or 
post-service  work,  or  practice  and  opportunity  costs. 

The  next  step  was  to  derive  estimates  of  pre-service  and  post-service 
work  that  could  be  added  to  the  intraservice  work  veilues  to  yield  toteil 
work  values.    Pre-  and  post-service  time  data  were  obtained  for  153  of 
the  372  distinct  services,  and  these  survey  results  were  used  to  generate 
estimates  of  pre-  and  post-service  times  for  the  remainder.    Bcised  upcyi 
intraservice  data,  and  the  available  pre-  and  post-service  time  data, 
statistical  methods  and  clinical  guidance  were  then  used  to  infer 
estimates  of  work  per  unit  of  time  that  could  be  me^jped  to  pre-service 
and  post-service  work.    These  estimates  of  work  per  unit  of  time  were 
assigned  to  pre-service  and  post-service  times  on  the  basis  of 
cissuirptions  about  the  relationship  between  pre-  and  post-service  work  per 
unit  of  time  and  intraservice  work.    Finally,  pre-service  and 
post-service  work  (i.e.,  intensity)  were  derived  by  nultiplying  the  pre- 
and  post-service  time  estimates  by  the  assigned  values  of  intensity. 
Adding  these  values  to  the  intraservice  work  values  created  relative  work 
values  for  all  the  surveyed  procedures. 

The  next  st^  was  to  derive  estimates  of  work  for  the  ncnsurveyed 
procedures.    Althcu^  the  surveyed  services  accounted  for  ^jproximately 
35  percent  of  Medicare  allowed  charges  for  the  included  specialties, 
substantial  gaps  remained.    There  are  approximately  7,000  services  and 
procedures  contsdned  in  CPr-4.    Of  these  codes,  a  lesser  number  are  used 
under  Medicare  with  any  frequency,  and  a  smaller  number  is  relevant  to 
the  specialties  surveyed  by  the  study  team.    Given  rescuroe  constraints, 
it  was  not  possible  to  survey  vignettes  for  all  CFT-4  codes.    Thus,  the 
stu^  team  developed  relative  values  for  nonsurveyed  codes  through  other 
methods.    The  Harvard  study  collected  primary  intraservice  work  data  en 
e^roximately  400  services  representing  somesAiat  fewer  than  300  unique 
CPr-4  codes.    These  codes  were  used  as  a  basis  for  extrapolation  (Hsiao, 
Braun,  Becker,  et  al.,  1988,  p.  610).    Extr^lation  was  used  to  generate 
relative  work  values  for  a  larger  number  of  codes  that  were  not  surveyed. 
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Extrapolation  was  based  on  the  assunpticn  that,  althcu^  charges  are 
not  a  good  surrogate  for  work  across  cLIl  services,  they  Ccin  be  used  as 
proxies  for  relative  measures  of  work  within  small,  fadxly  honogeneous 
groL^  of  services.    For  exanple,  they  asserted  that  charges  are  a 
reasonable  basis  for  estimating  the  differences  in  total  work  between  the 
r^aair  of  an  Inguinal  hernia,  age  5  and  over  (49505) ,  and  the  repair  of 
an  inguinal  hernia,  any  age,  recxirrent  (49520) .    The  definition  of  the 
grxx^s  of  services  among  vAiich  extrapolation  was  appropriate  was  based 
\jpan  the  hierarchical  structure  of  the  CFT-4  coding  system.    In  total, 
the  Harvard  team  defined  approximately  150  families.    Ihese  families 
averaged  approximately  ei^t  mpmhers.    Sources  of  charge  data  were  the 
Ifealth  Insurance  ^sociatlon  of  America  and  Medicare  Part  B. 

The  extrapolation  method  was  applicable  for  all  fypcialties  except 
anesthesiology.    Difficulties  in  extrapolating  to  anesthesiology  will  be 
ejqjlained  in  Chapter  3.    Similarly,  the  Harvard  team  determined  that  the 
extr^xDlaticxi  was  not  e^ropriate  for  visits  and  consults.    As  e}q)lained 
belov,  unreasonable  extrapolated  values  for  visit  and  consult  codes  led 
to  modifying  the  method  for  deriving  values  for  those  codes. 

The  final  two  st^s  in  the  creation  of  the  Harvard  RERVS  were  the 
incorporation  of  practice  and  opportunil^  costs. 

—  Ihe  c^roach  used  in  the  creation  of  the  practice  cost  adjustment  was 
twofold.    Practice  costs  were  apportioned  to  each  service  in 
prcportioi  to  the  total  work  estimated  to  be  required  to  produce  that 
service.    By  assunption,  services  that  required  more  work  cdso  had 
prc^rtlcx^tely  more  practice  costs.    Ihe  RPC  index  was  constructed  on 
a  ^secicilty-^jeclfic  basis.    Ihe  practice  cost  factor  for  each 
^secialty  was  czdculated  from  the  ratio  of  practice  costs  to  gross 
revenues  in  the  ^)eclalties  and  then  cccpeurlng  these  results  to  those 
for  general  surgery.-''  For  most  ^)ecialties,  the  PPC  fadls  between 
-0.09  and  0.06.    Ihis  inplies  that  practice  cost  fall  between  91 
percent  and  106  percent  of  practice  costs  for  general  surgery.  For 
four  of  the  18  ^^ecicLLtles,  the  number  lies  outside  this  range.  Ihe 
primary  source  of  the  data  for  this  calculatioi  was  the  HCEA/IfGiC  1983 
Physicians'  Practice  Cost  and  Income  Surv^  {IKJBC,  1983) . 

—  Finally,  to  reflect  differences  in  the  investment  of  different 
specialties  in  training,  an  index  of  the  amortized  vEilue  of  the 
opportunity  cost  of  specialty  training  was  calculated  relative  to  that 
for  general  surgery.    The  calculation  was  based  on  data  obtained 
mainly  frcm  the  American  Mgdlcal  Association  (AMA)  that  yielded 
information  on  the  length  of  residency  training,  residency  salaries, 
and  physician  net  inocme.    Ihe  analysis  shewed  that  the  relation  of 
opportunity  costs  (foregone  inccme)  of  post-graduate  medical  training 
varied  little  across  ^jecialties.    Again,  using  the  opportunity  costs 
of  general  surgery  as  the  reference  group,  the  factors  ranged  from  a 
hi^  of  105  percent  for  thoracic  and  cardiovascular  surgery  to  a  lew 


■■•For  a  description  of  the  elements  that  went  into  the  measurement  of 
practice  costs,  see  Che^jter  9  of  the  final  report,  pages  625-631  (HSiao, 
Braun,  and  Becker  et  al. ,  1988) . 
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of  99  percent  for  8  of  the  18  s^aecialties  covered  in  the  study.  C*ily 
three  ^)ecieilties,  adlergy  and  iniainology,  thoracic  and  cairdiovascular 
surgery,  and  rheumatology,  had  opportunity  cost  more  than  1  percent 
greater  than  genercil  surgery. 

Conbining  the  relative  work  values  with  the  practice  cost  and  opportunity 
cost  carponents  using  the  functional  form  described  earlier  resulted  in 
the  fincil  Vcilues  of  the  Harvard  RBRVS, 

Manor  Results.    The  study  shewed  that,  using  their  definitions,  there  are 
Icirge  variations  in   resource  inputs  across  services.    There  was  rou^ily 
a  200-fold  difference  across  the  1,400  services.    Large  variaticns 
existed  both  within  and  across  i^)eci2dties.    Using  1986  Medicare  mean 
charge  data,  ratios  of  charges  to  relative  values  for  categories  of 
service  were  2dso  examined.    The  variation  of  this  ratio  across 
procedures  can  be  used  to  indicate  that  a  procedure  is  relatively 
imderpaid  or  overpedd.    The  t^iccLL  ratio  for  ho^ital-bcised  invasive 
procedures  was  ^proximately  1.0,  vAiile  the  typical  VEilue  for  office 
visits  was  0.3.    This  inplies  that  invasive  procedures  cure  paid  more  than 
three  times  as  much  per  RBRV  unit  as  an  office  visit.    This  inplies  that, 
in  terms  of  resources  measured  by  this  study,  invasive  procedures  are 
overpciid  relative  to  visits.    To  the  extent  that  a  number  of  these 
invasive  services  cure  billed  on  a  global  fee  basis,  and  the  Harvard  RBRVS 
did  not  include  all  the  caipcnents  of  the  globed  fee,  this  relative 
overpayment  is  probably  saaeMhat  exaggerated. 

AlthoQ^  invasive  procedures  appear  to  be  paid  more  per  RBRV  unit,  it 
does  not  inply  that  invasive  procedures  eire  overpedd  in  any  normative 
sense,  since  there  is  not  a  "correct"  ratio  of  relative  valiie  units  to 
charges.    If  visits  are  paid  appropriately,  then  invasive  procedures  are 
overpaid.    Alternatively,  if  invasive  procedures  are  paid  appropriately, 
then  visits  are  underpedd. 

Nevertheless,  based  on  the  Harvard  team's  measurement  of  vroric,  it  is 
possible  to  determine  if  procedures  are  overpedd  relative  to  current  CFR 
payment  amounts.    To  determine  if  a  procedure  is  overpedd,  it  is 
necessary  to  calculate  a  payment  amount  per  RBRV  unit,  cedculate  the 
payment  amount  for  a  given  procedure  under  the  Harvard  RBRVS,  and  ccnpare 
it  to  the  current  payment  amount.    Performanoe  of  such  calculations  is 
predicated  on  assunpticns  about  how  the  Harvard  RBRVS  wculd  be  used  for 
payment.    The  Harvard  team  has  performed  seme  calculations  of  this  type. 
Their  anedysis  tends  to  show  that  invasive  procedures  are  overpaid.  For 
exairple,  in  the  sunmary  of  the  study  presented  in  the  Jcumed  of  the 
American  Mi?dical  Association  (Hsiao,  Braun,  Kelly,  Becker,  1988) ,  the 
Harvard  team  reported  that  repedr  of  an  inguinal  hernia  is  overpaid  by 
59  percent,  and  a  modified  radical  mastectony  is  overpedd  by  35  percent. 
HCFA's  estimates  for  selected  services  ccranonly  performed  under  Medicare 
are  presented  in  Chester  4. 

The  Harvard  team  found,  however,  that  there  were  substantial 
differences  in  the  way  physicians  used  the  CPU  codes  for  evaluation  and 
management  services.    For  exanple,  intraservice  time  and  intraservice 
work  values  estimated  by  rheumatologists  for  codes  90020  and  90050  are 
roQ^iLy  twice  those  given  by  dermatologists  for  the  same  two  codes.  The 
use  of  billing  codes  also  varied  significantly  within  ^jecialties.  There 
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were  instanoes  v*iere  several  surveyed  vignettes  fell  under  the  same  CPT 
code,  and  the  woric  values  differed  greatly.    Because  of  these  problesns, 
the  researchers  had  great  difficulty  assigning  reliable  vrork  values  to 
visit  and  consult  codes,  even  within  ^)ecicd.ties.    Ihis  made 
extrapolation  for  these  services  even  more  probleanatic.    The  solution  to 
this  problem  that  was  proposed  by  the  research  team  was  to  modify  the  CPT 
codes  by  the  additicai  of  time  descriptors  and  to  assume  that  the  woric  per 
unit  of  time  did  not  veiry  across  ^jecieilties  and  that  totad  work  for  a 
service  could  be  derived  frcm  estimates  of  intraservice  time.  Ihe 
methodology  for  visits  and  ccsisults  utilz^  survey  data  and  regression 
techniques.    The  results  for  visits  and  consults  presented  in  ^pendix  R 
to  the  final  r^xDrt  (Hsiao,  Braun,  Bpckpr  et  al. ,  1988)  are  based  upcn 
this  revised  methodology. 

Extr^x>latic^  and  the  visit  and  consult  methodology  increcised  the 
total  nuiriber  of  unique  codes  with  relative  work  values  to  ^proKimately 
1,200  and  the  number  of  codes  including  modifiers  to  e^roxitnately 
1,400.    These  approximately  1,400  relative  vcdues  represent  ^proximately 
69  percent  of  Mediccire  allowed  chcirges  for  the  included  speciedties  and 
approximately  67  percent  of  all  Medicare  eillcwed  charges  (see 
Table  2.1).    The  67  percent  of  all  cLLlcwed  charges  covered  by  the  Harveird 
RBRVS  may  c^pear  to  be  hi^,  but  it  is  not.    The  stuc^  generated 
estimates  for  procedures.    If  these  procedures  were  also  performed  by  the 
nonsurveyed  specialties,  then  the  dollar  amount  for  these  ^seciedties 
could  be  calculated.    These  1,400  values  represented  c^roximately  1,200 
unique  CPT  codes.    Table  2.2  shows  the  percentage  of  Mediccure  adlowed 
chcunges  covered  by  the  RBFVS  and  the  percsitage  derived  by  each 
technique,    ^proximately  25  percent  of  the  edlcwed  charges  for  the 
included  specicilties  were  derived  from  direct  survey  estimates,  and 
another  25  percent  were  derived  from  the  revised  visit  and  consult 
methodology. 

The  Harvard  team  atteaipted  to  perform  an  external  validatim  of  its 
scale  by  ccnparing  the  Harvard  REFVS  values  to  the  Ontario  fee  schedule, 
vAiich  was  negotiated  with  physicians.    For  both  invasive  and  evaluation 
and  management  services,  the  Hcirvard  RBRVS  and  the  Ontario  sccile  showed 
reasonable  congruence. 

Harvard  has  entered  into  a  second  cooperative  agreement  to  extend  this 
study  to  14  additional  specialties.    Like  the  first  study,  this  second 
stu^  involving  the  additional  qpecicdties  has  been  mandatpd  by 
Oongress.    These  ppprialties  aoce  cardiology,  emergency  medicine, 
gastroenterology,  hematology  and  oncology,  infectious  disesise, 
n^lirology,  neurology,  neurosurgery,  nuclear  medicine,  physical  medicine 
and  r^iabilitation,  plcistic  surgery,  pulmonary  medicine,  radiation 
therapy,  and  osteopathy.    One  of  the  major  gocds  of  the  second  phase  of 
the  study  is  to  esqand  the  scope  of  the  extrapolation  so  that  95  percent 
of  all  Medicare  charges  are  covered  by  the  stxjdy,    Additional  goals 
include  covering  cill  services  from  the  100  most  frequently  performed 
services  under  Medicare,  and  the  inclusion  of  the  top  100  hi^  dollar 
volume  services  in  each  ^jecieilty.    The  fined  r^xsrt  of  this  cooperative 
agreement  is  due  June  30,  1990.    Copies  of  the  final  report  of  the  first 
phase  of  the  study  can  be  obtained  thrcu^  the  National  Techniccd 
InformaticHi  Service. 
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Table  2.1 


PERCEHrAGE  OF  1987  ALDDWED  CHARC3S  FOR  PHYSICIAN  SEFfVICES 
CXJVERED  EY  HARVARD  RERVS,  BY  SURVEYED  AND  UNSURVEYED  SPECJALTY 


allowed  /I 

charges 

($mi 1 1 jnn) 

fSmillion^ 

Total 

$23,451 

$15,824 

67% 

Surveyed  Specialtiies: 

17 . 457 

12  124 

69 

Allerqy 

30 

15 

50 

Anesthesiology 

1,128 

626 

55 

Dermatology 

410 

270 

66 

Familv  Practice 

983 

794 

81 

General  Surgery 

1,810 

1,084 

60 

Gynecology 

171 

124 

72 

Internal  Medicine 

3,934 

3,120 

79 

Ophthalmology 

3,059 

2,528 

83 

Orthcpedic  Surgery 

1,247 

744 

60 

Otorhinoleuryngology 

261 

202 

11 

Pathology 

274 

139 

51 

Pediatrics 

20 

14 

69 

Psychiatry 

324 

104 

32 

Radiology 

2,179 

1,153 

53 

Dioracic  Surgery 

778 

525 

67 

Urolocrv 

849 

682 

80 

IftTsurveyed 

Specialties: 

5.994 

3.700 

62% 

Cardiology 

1,629 

913 

56 

Gastroenterology 

539 

338 

63 

General  Practice 

990 

721 

73 

Miscellaneous 

106 

46 

43 

Milti— ^)ec  f^maip 

1,321 

809 

61 

Nashrolociv 

184 

100 

54 

Neuro  Surgery 

208 

112 

54 

Neurology 

325 

219 

67 

Osteopathy 

85 

51 

60 

Fhysiccil  Medicine 

101 

67 

67 

Plastic  Surgery 

119 

36 

30 

Proctology 

53 

41 

77 

Pulm  Disease 

325 

243 

75 

Unknown 

9 

4 

44 

Includes  assistant  at  surgery. 

NOTES:    Excludes  cdloMed  charges  for  emesthesia  perfonoed  by  sdl 
^)ecialties  except  for  anesthesiologists,  v/hich  were  estimated  using  data 
frcm  1987  EMAD  Beneficiary  files.    Excludes  services  covered  by  lab  fee 
schedule. 


SOURCE:    Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.    1987  EMAD  Procedure  file  and  1987  EMAD  Beneficiary  file. 
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Table  2.2 


Percentekge  of  1987  Medicare  Allowed  Charges  for  Physicians'  Services 

Aooounted  for  by  Harvard  RERVS 


MiLDWED  CHARGES 


($  BILLIONS)  FERCENT 


All  Physician  Specicdties  $23,4  100% 

Surveyed  Specialties  17.4  74 

Non-Surveyed  Specialties  6.0  26 


SURVEYED  SPEdAKETES  $17.4  100% 

Covered  by  Harvard  RERVS  12.1  70 

Not  Covered  by  Harvard  RBRVS  5.3  30 


COVERED  BY  HARVARD  RERVS  $12.1  100% 

Surveyed  Codes  (nonanesthesia)  3.9  32 

Surveyed  Codes  (anesthesia)  0.6  5 

Extrapolated  Codes  2.7  22 

EvaluatioaT/ManageaDaent  Codes  4.3  36 

Codes  Resolved  by  Concensus  Panel  0.6  5 


NOTES:  Ejccludes  services  covered  under  lab  fee  schedule,  and  services  performed 
by  limited  license  physicians.    Includes  assistant  at  surgery. 

SOURCE:    Health  Care  Financing  Administration,  EMAD  Procedure  File,  1987. 


2-8 


C3ic^3fter  3 


CKmQUE  OF  THE  HARVARD  RBRVS 

Hie  purpose  of  the  Harvard  RBRVS  stuc^  was  to  create  resouroeHaased 
relative  values  that  are  cxnparable  across  ^Decialties  for  most  of  the 
services  delivered  by  18  medical  and  surgiccd  specialties.    Hiese  values, 
in  turn,  could  be  considered  for  use  as  the  basis  for  a  revised  payment 
system  for  physicians'  services  under  Medicare. 

HCEA  extensively  reviewed  and  analyzed  the  study  and  its  results.  In 
performing  the  analysis,  HCFA  consulted  with  eaqaerts  in  the  fields  of 
medicine,  statistics,  and  eccncmics,  solicited  ccranents  frcm  physician 
specialty  groups,  and  conducted  extensive  siinulaticjns. 

Ihe  Harvard  team  acocnplished  seme  of  its  major  goals.    First,  it  has 
shcMi  that  it  is  possible  to  use  physicicin  resource  inputs,  cis  measured  by 
the  stuSy,  to  establish  RVSs  within  ^)ecieilties.    Seocxid,  it  has 
demonstrated  that  it  is  possible  to  align  these  ^jecieilty-^jecific  scales 
to  create  a  ccaonmon  scale  and  to  create  relative  values  that  are  meaningful 
across  specialties.    Oversill,  the  Harvsond  stu^  presents  a  richer'  view  of 
the  supply  side  of  the  physicicins'  services  market  than  has  previously 
been  available.    Ihis  is  e^)ecicdly  so  in  defining  the  concept  of 
physician  work  and  mecisuring  it  for  a  Icu:^  nuirber  of  procedures.  In 
doing  so,  the  Harvard  RBRVS  offers  an  alternative  c^roadti  based  upon 
physician  resources  for  establishing  relative  values  for  physicians' 
services. 

Ihe  Harvard  RBRVS  cis  it  is  currently  oortstructed  is  not  yet  reaf^  for 
full  iirplementaticxi.    In  addition  to  the  obvious  fact  that  the  stuc^  only 
included  18  ^^ecicLLties,  there  are  the  prcblesns  inherent  in  the  study 
itself.    There  are  a  nunber  of  metiiodologiccd  limitations  that  may  ciffect 
the  validity  of  the  results  and  the  precision  of  the  results  should  be 
subjected  to  greater  scrutiny.    In  addition,  there  are  significant  issues 
that  would  have  to  be  resolved  before  the  Hcurvard  RBE^  could  be  fully 
inplemented  for  Medicare  payment  purposes.    Seme  of  these  problems  appear 
to  be  solvable,  althoui^  some  resolution  may  require  extensive  resources. 

Ihis  chc^Tter  critiques  the  Harvard  RBRVS,  disaissps  its 
appropriateness  as  a  basis  for  Medicare  payment,  and  disnisses  directions 
for  further  research  and  possible  solutions  to  the  problems  inherent  in 
the  Harvard  RBBWS. 

Ihis  chapter  is  divided  into  two  parts:  the  first  part  discusses 
limitations  of  the  Harvard  RBRVS;  the  second  part  discusses  possible 
solutions  to  these  shortccmings. 

In  reviewing  an  effort  of  this  type,  assessments  must  be  made  of  the 
methodology  and  of  the  final  results.    Hie  Harvard  RBRVS  incorporates 
assunptions,  estimatiois,  and  extrapolations.    In  any  statistic6d 
analysis,  inprecision  is  an  issue.    Whether  bias  exists  is  unkncwn.  Any 
irrpact  of  these  factors  on  the  final  values  cannot  easily  be  eissessed. 
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ISSUES 


Econcniic  Basis  of  the  HarvcLcti  RBBVS.    One  motivation  for  the  Hsirvard  RBRVS 
is  to  devise  a  payment  system  that  is  more  equitable  and  efficient,  in  the 
ecxDncmic  sense  of  equating  payments  to  work  and  input  costs  rather  than 
physician  ciiarges  as  under  the  current  payment  system.    The  market 
clearing  price,  the  price  v*iere  demand  is  equed  to  simply,  is  determined 
by  both  the  cost  of  producticai  and  the  deanand  for  the  product.    Iftider  such 
a  pricing  structure,  services  that  were  not  valued  ty  ccnsumers  would  not 
be  demanded  and  their  price  would  be  zero. 

The  interaction  of  si^jply  and  danand  in  creating  market  prices  is 
onitted  in  the  Harveird  PERVS.    Because  it  focuses  only  on  resource  inpits, 
the  Harvard  PERVS  ignores  the  role  of  demand  in  determining  price.  As 
such,  it  does  not  reflect  the  benefits  of,  or  the  value  that  patients 
attach  to,  particular  services.    Thus,  the  market  clearing  price  will  not 
necessarily  result  frcm  the  Harvard  PBRVS  since  relative  vedues  sure  based 
only  on  the  relative  average  amount  of  resources  e3<pended  in  the 
production  of  a  service.    Finally,  althou^  the  resources  necessary  to 
produce  a  service  were  measured,  the  physicians'  willingness  to  supply  the 
service  were  not  included  in  the  derivaticai  of  the  relative  values.  Thus, 
v^iile  the  scale  measured  relative  work  of  physicians  in  producing 
services,  it  did  not  measure  relative  costs  of  producing  services.  This 
may  have  iirplications  for  access  to  Medicare  services  if  payment  amounts 
that  would  be  generated  frcm  the  Harvard  PBRVS  are  too  l<ja  to  induce 
physicians  to  perform  the  service  in  question  for  Medicare  beneficiaries. 
In  evciluating  the  Harvard  PBRVS  frcm  this  perspective,  a  new  set  of 
relative  valu^  may  not  neoesscurily  reflect  movement  toward  the  optimal 
coaipetitive  pricing  structure. 

Measurement  of  Intraservice  Work.    The  Harvard  team  put  most  of  its  effort 
into  estimating  the  amount  of  work  that  is  expended  by  the  physician 
during  the  actual  performance  of  the  service.    The  general  methodological 
approach  used  to  estimate  intraservice  work  c^years  to  be  appropriate. 

In  designing  the  surveys  used  to  estimate  work,  however,  the  Harvcird 
team  determined  that  the  CPr-4  terminology  was  insufficiently  detailed  to 
define  the  level  of  effort  associated  with  various  services  and 
procedures.    Therefore,  it  developed  vignettes  that  include  information  on 
patient  characteristics,  corplciints,  diagnoses,  and  treatments.    The  use 
of  vignettes  raises  a  nunter  of  issues: 

1.  Many  of  the  stu^  vignettes  represent  patients  younger  than  65.  If 
the  work  for  services  for  Medicare  beneficiaries  differs  from  that  for  the 
general  population,  these  vignettes  could  yield  distorted  relative  values 
for  Medicare  patients. 

2.  Seme  of  the  vignettes  cc^itained  diagnostic  informaticai.    Peaching  a 
diagnosis  often  involves  physiciein  time  and  effort.    Thus,  a  service  may 
be  undervalued  if  it  is  based  an     vignette  that  includes  a  diagnosis. 
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3.  Another  prcblan  involves  the  assigrment  of  CFr-4  codes  to  the 
vignettes.    During  the  cxxirse  of  the  stu^,  it  bprgmip  clear  that  there  was 
saoe  difficulty  in  assigning  unique  CFr-4  codes  to  the  vignettes. 

4.  Another  concern  is  vdiether  the  vignettes  represent  the  civercige 
resources  for  the  codes  to  v«diich  they  ar&  assigned.    No  cinalysis  of  this 
was  performed  ty  the  Harvrard  team.    If  the  vignettes  are  not 
r^resentative  of  the  codes,  then  the  relative  work  values  assigned  to  the 
codes  will  not  be  r^resentative  either.    Ihis  concern  is  independent  of 
the  ability  to  assign  CFT  codes  to  the  vignettes. 

5.  Ihe  coding  of  vignettes  was  especially  difficult  for  visits; 
clinicians  did  not  cilways  agree  on  the  code  for  a  vignette,  and  two 
scinev^t  different  vignettes  mi^t  receive  the  sane  code.    Moreover,  the 
researchers  also  found  that,  for  visits,  different  specieilties  used  the 
coding  system  differently.    FOr  sane  codes,  work  values  across  ^jecicLLties 
differed  by  factors  of  three  or  more  (Hsiao,  Braun,  Becker  et  al. ,  1988, 
Table  98) .    In  additicxi,  a  vignette  classified  as  a  limited  office  visit 
(90050)  mi^t  receive  a  higher  work  rating  than  a  service  classified  as  an 
intermediate  office  visit  in  the  same  specicdty  (90060)  (Hsiao,  Braun, 
Becker  et  al.,  1988,  p. 710).    Furthermore,  for  codes  that  contained  two  or 
more  surveyed  vignettes,  the  woric  estimates  could  differ  frcm  each  other 
by  almost  50  percent  (Hsiao,  Braun,  Becker  et  al, ,  1988,  Table  99) . 

6.  The  problesn  of  vignettes  is  exacerbated  by  the  fact  that  there  is 
great  geographic  variation  in  the  way  that  the  CFT-4  codes  are  used.  The 
Office  of  In^jector  General  (OIG)  report,  entitled  "Probleaoas  with  Coding 
of  Physician  Services:  Medicare  Part  B"  (OIG,  January  1989) ,  found  that 
one  carrier  had  86  percent  of  its  established  patient  office  visits  coded 
as  90060,  vAiile  another  had  9  percent  coded  in  this  way.    The  average 
percent  of  this  code  r^»rted  by  cLLl  carriers  was  31  percent.  Althou^ 
these  variations  mi^t  reflect  differences  in  services  rendered,  it  is 
more  likely  that  they  reflect  differences  in  coding  practices  for  similar 
services.    This  does  not  inply  that  the  Harvard  study  team  measured 
intraservice  work  incorrectly.    It  reflects  Veuriaticais  in  the  coding  of 
the  services  by  physicians.    It  does  iirply,  however,  that  eissigning  CPT-4 
codes  to  current  vignettes  is  not  a  strai^tforward  exercise. 

These  problems  of  assigning  C3T^4  codes  to  the  vignettes  led  tte 
Harvard  team  to  question  its  results  for  evaluation  and  management 
services  and  to  attanpt  to  devise  new  service  definiticxis.    Their  proposed 
solution  bases  the  coding  of  visits  and  consultations  on  the  amount  of 
time  that  could  be  "routinely  scheduled"  to  perform  them.    For  exanple,  a 
code  90050  was  defined  as  a  service  that  is  usually  scheduled  as  a  15 
minute  visit.    VJhile  this  is  an  interesting  idea,  it  is  underdeveloped, 
and  significant  policy  iss>.v?s  remain.    Foremost  is  the  difficulty  of 
irrplementing  the  proposed  change  in  a  manner  that  provides  for  predictable 
budget  effects.    This  difficulty  arises  because,  althcu^  one  can  be 
developed,  at  present,  there  is  no  cross-walk  between  the  current  and 
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proposed  cxxUng  for  visits  cmd  cc^isultations.    Secxnd,  substanticd 
ijpooding  may  result.    Other  issues  include:  hew  to  define  and  meeisure  time 
and  scheduled  time,  hew  to  audit  time,  and  hew  to  ensure  that  slcwer  and 
less  efficient  practices  are  not  rewarded. 

In  its  testimony  to  the  Senate  Ocranittee  on  Finance  presented  on 
March  17,  1989,  PERC^  reocninended  that  time  be  included  in  the 
definition  of  visit  codes.    This  issue  is  currently  under  consideration  by 
the  AMA  Ad  Hoc  Coninittee  on  Visits  and  Lsvels  of  Service,  to  vAiich  BZEA 
has  presented  its  views.    Ihe  Department's  policy  perfective  favors  a 
reduction  in  the  number  of  codes.    The  reccninendations  of  the  Ad  Hoc 
Ocmmittee  will  be  presented  to  the  full  CPr-4  BditorieLL  Panel,  on  vSiich 
HCFA  is  r^resented. 

Another  problem  pertains  to  the  measurement  of  work  itself.  In 
measuring  physician  work,  each  service  is  considered  independently.  The 
joint  production  of  services  and  econcndes  of  scope  is  ignored  in  the 
study.    This  could  inply  that  the  sum  of  the  work  values  for  services  that 
could  be  performed  concurrently  is  greater  than  it  should  be.    In  defense 
of  the  Harvard  RERVS  methodology,  this  is  often  a  problem  with  the  current 
payment  system  as  well. 

Updating  Values  for  Work.    The  re^xsises  that  physicians  made  to  the 
survey  were,  to  an  extent,  a  function  of  the  markets  in  vAiidi  they  provide 
services.    Fhysicicins  vto  face  less  demand  mi^t  take  more  time  to  perform 
a  service  than  those  vAio  cire  busier,  causing  work  values  to  change  over 
time.    The  state  of  technology  also  influences  the  amount  of  work  required 
to  perform  a  procedure.    These  factors  iaply  that  the  values  of  the 
Harvard  RBRVS  are  not  constant  across  physicians  or  over  time.  The 
Harvard  PBRVS  values  will  have  to  be  i^xiated  periodically  to  incorporate 
both  relative  changes  that  evolve  over  time  in  the  existing  procedures  and 
the  advent  of  new  procedures  and  technologies.    It  is  not  clear  how 
frequent  i:$xiating  would  have  to  be  performed.    Repeating  the  current 
methodology  could  be  resource  intensive,  because  it  mi^t  entciil 
activities  such  as  convening  panels  of  medical  eiqperts  to  identify  changes 
in  mediccil  practice  and  resurveying  physicians  on  a  regular  basis  to 
recalculate  work  values.    Extrc^lating  Harvard  RBRVS  values  from  charges 
to  update  the  values  will  be  even  more  difficult  since  physicians  will 
have  no  incentive  to  report  charges,  unless  Medicare  customary  charge 
screens  are  k^jt. 

In  addition  to  the  cost  of  updating  the  Harvard  RBRVS,  it  may  be 
difficult  to  get  accurate  and  unbiased  survey  results  in  the  future.  When 
the  Harvard  team  first  conducted  physician  surveys  for  the  stucty,  it  was 


^PFRC's  reccmmendations  on  the  Harvard  RBFVS  are  presented  in  their 
entirety  in  its  r^»rt,  entitled  "Ehysician  Payment  Review  Cormission 
Annual  R^XDrt  to  Congress,  1989." 
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not  universally  kncwn  that  the  results  mi<^t  influence  Medicare  payments. 
Given  the  current  interest  in  the  Harvard  PBRVS,  however,  physicians  may 
have  an  incentive  to  respond  in  a  manner  that  enhances  their 
self-interests.    Uiis  could  undermine  the  validity  of  any  subsequent 
surveying. 

Magnitude  Estimation.    Magnitude  estimaticai  has  been  questica^  as  an 
apprcpriate  technique  for  measuring  physician  responses.    In  particular, 
the  technique  may  not  be  apprcpriate  \*ien  the  procedures  used  as  the 
reference  procedures  in  a  specialty  are  not  typical  (see,  for  exanple, 
Stevens,  1975) .    Scane  specialties  have  argued  that  there  is  a  bias  due  to 
the  atypical  choice  of  the  standard  for  their  particulcir  ^jecialties. 

On  the  basis  of  irpits  frcm  consultants,  ECFA  concluded  that  these 
issues  did  not  raise  serious  prcblems.    The  methodology  is  an  accepted 
technique  for  cbtaining  subjective  judgments.    Magnitude  estimation  does 
not  d^jend  on  the  reference  procedure  being  typical,  but  on  the  ability  to 
rate  procedures.    Furthermore,  analysis  by  HCFA  of  the  work  values  of  the 
surveyed  procedures  shewed  that  the  reference  procedures  were  well  within 
the  range  of  values  for  all  specialties  excespt  pathology.    Ihe  experts 
also  jixiged  that  the  results  were  likely  to  be  relatively  insensitive  to 
the  choice  of  reference  procedure. 

Measurement  of  Pre-service  and  Post-service  Work.    The  Harvard  RBRVS 
research  team  r^»rted  that  pre-service  and  post-service  work  r^resent, 
on  average,  33  percent  of  total  work  for  evaluation  and  management 
services  and  46  percent  of  total  work  for  invasive  procedures.  Clearly, 
pre-  and  post-service  work  r^resent  a  substanticd  proporticxi  of  total 
work.    Because  this  proportion  is  so  large,  the  irtplications  of  an  invalid 
or  inprecise  methodology  can  be  serious.    No  estimates  of  pre-  or 
post-service  work  were  obtained  by  survey.    Estimates  of  pre-  and 
post-service  times,  however,  were  obtained  throu^  survey  for  153 
services.    Regression  techniques  were  used  to  derive  pre-  and  post-service 
time  estimates  for  the  remaining  services  that  had  been  surveyed  for 
intraservice  values.    The  r-square  for  prediction  models  ranged  frcm 
.44  to  .85.     Estimates  for  pre-  and  post-service  work  were  detained  from 
intraservice  work  data  and  pre-  and  post-service  time  data  based  on  the 
assuirptions  that  pre-  and  post-service  work  are  essentially  evaluation  and 
management,  and  that  intensity  (work  per  unit  of  time)  for  pre-  and 
post-services  is  correlated  with  oorre^xaiding  intraservice  work.  This 
second  assunption  facilitated  the  meting  of  data  en  intraservice  work  to 
yield  pre-  and  post-service  intensity  values.    Multiplying  these  pre-  and 
post-service  intensity  values  by  the  oorre^»nding  time  estimates  resulted 
in  the  pre-  and  post-service  work  estimates. 

This  part  of  the  study  needs  substantial  refinement.    Because  the 
estimates  for  pre-service  and  post-service  vrork  were  not  obtained  by 
survey,  there  are  significant  questions  about  the  validity  and  reliability 
of  these  results.    A  secOTid  problem  is  the  actual  definition  and 
estimation  of  pre-  and  post-service  time.    Pre-  and  post-service  time  is 
usually  not  formally  scheduled  and  is  hi(^y  variable  according  to 
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particular  characteristics  of  the  case.    Furthermore,  it  could  vary 
according  to  the  practice  style  of  the  physician.    Ocnsequently,  the 
validity  and  reliability  of  estimates  may  be  questionable. 

Cross-Specialty  T-ii-ifraqtag.    in  order  to  perform  linkages  across 
specialties,  it  was  necesscury  to  define  procedures  that  were  the  same  or 
equivcilent  in  terms  of  work.    The  Harvard  team  has  used  statisticeLL 
techniques  to  show  that  a  similar  final  scale  would  have  resulted  if  a 
subset  of  the  linking  procedures  had  been  used.    Seme  believe  that  the 
work  across  seme  ^lecicilty  linking  procedures  is  not  egucil. 

Further  questicxTS  involve  v*iether  another  set  of  physicians  would  have 
identified  the  same  link  procedures.    The  use  of  different  link  procedures 
could  result  in  a  different  ccraoxi  scale  and  relative  values  for  the 
surveyed  procedures.    Ihis  is  an  inportant  concern  that  warrants  further 
ancLLysis. 

Practice  Posts  and  Opportunity  Posts.    Practice  costs  r^resent 
^^proximately  45  percent  of  physicians'  gross  revenues  and  clearly 
r^resent  a  significant  input  into  physician  services.    Relative  vedues, 
and,  hence,  payments,  can  vary  substantially  based  on  the  choice  of 
allocaticxi  method.    As  a  general  matter  of  econcniic  theory,  hcwever,  there 
is  no  techniccilly  correct  method  for  cillocating  overhead  across  multiple 
products. 

In  the  context  of  the  Harvard  study,  there  are  two  issues  in  the  way 
practice  and  cpportuni'ty  costs  are  handled:  the  functional  form  used  to 
combine  then  and  the  specific  way  practice  costs  are  meetsured  cind 
allocated. 

Functional  Form.    The  Harvard  RBRVS  assumes  that  the  resources  that 
ccnprise  the  relative  Veilues  enter  the  function  multiplicatively.  There 
are  motivaticMis  for  this  functional  form.    The  multiplicative  functional 
form  yields  a  one  dimensicai  RVS  that  results  in  relative  payments  that  cire 
ind^jendent  of  the  cowersion  factor.    Unfortunately,  the  multiplicative 
form  does  have  a  serious  limitation.    Because  the  functicxicil  form  is 
multiplicative,  any  change  in  the  vcilue  of  work  (i.e. ,  the  first  ocnpment 
of  the  fomula)  will  change  practice  costs  attributed  to  the  service  in 
proportioi  to  the  change  in  work.    This  assuopticn  inplies  that  procedures 
that  involve  greater  amounts  of  physician  work  iiput  require  hi^ier  levels 
of  other  iiputs,  as  well.    Thus,  in  this  formula  practice  cost  and  work 
are  not  independent. 

The  multiplicative  form  has  seme  other  limitations  that  are  related  to 
the  way  that  the  RFC  index  is  csdculated.    This  index  for  a  specizdty  is 
obtained,  in  part,  by  calculations  based  on  the  ratio  of  practice  costs  to 
gross  revenue  within  a  q)ecicdty  and  then  standardizing  that  result  by  the 
result  for  general  surgery.    This  e^roach  will  yield  biased  practice  cost 
ratios  and  Harvard  RBRVS  values  because  this  formula  does  not  reflect  the 
changes  in  gross  revenue  within  the  ^jeciedties  that  would  occur  sifter 
using  the  Harvard  RBPVS  for  Medicare  payment  purposes. 
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As  a  way  of  illustration,  imagine  a  ^Decialty  that  performs  only  one 
serv^ioe,  anl  imagine  further  that  payment  for  the  serv^ice  is  reduced.  If 
practice  costs  are  essentiadly  fixed,  then  the  practice  cost  fcictor  for 
the  ^jecieill^  should  rise  as  gross  revenues  drop.    Die  Harvard  REE^ 
value,  however,  is  bcised  on  the  IcMer  practice  cost  factor  that  existed 
before  using  the  Harvard  RBRVS  for  payment  purposes.    Ihus,  not  only  does 
payment  drop  because  of  the  lower  vrork  values,  but  an  incorrect  PPC  is 
used,  ther^Dy  further  reducing  the  Harvard  PERVS.    The  overall  result  is 
to  overstate  the  practice  cost  factors  for  ^jeciadties  that  have  increased 
payments  under  the  Harvard  RERVS-based  payment  ^stan  and  to  understate 
the  practice  cost  ratios  for  those  that  have  decreased  payments.    If  used 
for  a  payment  system,  this  would  inply  redistributing  practice  costs 
across  ^lecialties  and  will  tend  to  overstate  the  redistributions  across 
^secialties  caused  by  the  Harvard  RERVS. 

Ihe  Harvard  team  agrees  that  other  ways  of  incx>rporating  practice 
costs  are  possible  (Hsiao,  Braun,  Becker,  et  cil.,  1988,  p. 636).  One 
edtemative  is  to  enter  the  ccnpcxients  of  the  RERVS  in  an  additive 
fashion.    Use  of  an  additive  model  divides  totcil  payment  for  a  service 
into  payment  for  work  (or  work  multiplied  by  the  opportunity  cost  factor) 
and  payment  for  practice  costs.    Such  a  model  cdlows  the  ccnponents  of  the 
relative  vzdiies  to  affect  the  final  values  independently,  instead  of 
interactively.    Thus,  if  practice  costs  are  as.qiimpri  to  be  fixed,  cind  the 
dollar  amount  is  determined  to  be  expropriate,  they  can  be  separated  frcm 
the  relative  work  values  and  allocated  independently.    Ey  s^>arating 
payments  into  sepcirate  ccnponents,  changes  in  payments  for  practice  costs 
and  changes  in  payments  for  physician  work  can  be  made  independently 
without  ciffecting  the  other  conponents  of  the  scsde. 

Clecirly,  elimination  of  the  interaction  would  make  updating  easier.  A 
serious  limitaticxi  of  an  additive  model  is  that  it  is  predicated  upon 
e^ropr lately  e¥f»rtioning  payments  to  work  and  practice  costs.  An 
additive  model,  as  disaisspri  in  Chapter  4,  also  significantly  reduces  the 
redistribution  across  ^)ecialties  since  only  55  percent  of  the  fee  would 
be  adjusted.    A  number  of  additive  formulations  are  simulated  in 
Chapter  4.    Clearly,  incorporating  relative  opportunity  costs  in  a 
multiplicative  fcishion  has  the  same  probleaoas  as  practice  costs. 

Measurement  and  Allocation  of  Practice  Ctosts.    In  addition  to  the 
inplicaticxTS  of  the  multiplicative  functional  form,  there  are  several 
other  problems  pertaining  to  the  measureanent  and  edlocation  of  practice 
costs: 

o      Some  procedures,  especially  those  that  have  technical  conpcxients 
and  those  carrying  hi^  malpractice  risk,  clearly  have  different 
overhead  frcm  others.    This  is  contrary  to  the  assunption  that 
practice  costs  are  proportioncil  to  work  on  a  specialtY  rather 
than  procedure-^)ecific  basis. 

o      Malpractice  raises  other  concerns.    Data  presented  in  the  Harvard 
final  report  (Table  84,  pp.  640-641)  obtained  frcm  the  1983  NCRC 
Riysicians'  Practice  Cost  and  Inccme  Survey  shew  that  msapractice 
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ranges  from  a  low  of  1.9  percent  of  gross  revenue  for 
rheumatxjlogy  to  a  hi^  of  11.3  percent  for  obstetrics  and 
gynecology.    Althouf^  this  was  not  the  sole  source  of  data  an 
malpractice  costs  that  were  used  by  the  Harvcund  team,  it  does 
show  that  malpractice  costs  can  be  a  significant  factor.    Given  . 
the  significant  proportion  of  gross  revenue  cG.located  to 
malpractice  preaniums,  special  attention  may  need  to  be  given  to 
this  area. 

o      The  model  does  not  differentiate  practice  costs  according  to  site 
of  service.    For  exairple,  it  mi^t  be  argued  that  mcilpractice 
costs  cire  primcurily  cussociated  with  procedures  performed  in 
hospitals. 

Allocation  of  practice  costs  is  an  area  of  ccncem.    It  appears  that  there 
is  no  am  theoretically  c^rcpriate  way  to  cLLlocate  practice  costs  and 
that  choice  of  any  particuleu:  method  may  be  saniestihat  arbitrary.  Clearly, 
ciltemative  methods  can  have  serious  inplicaticns  for  the  relative  values 
for  the  procedures  in  question.    Additicmlly,  selecticxi  of  a  particular 
method  to  define,  measure,  and  cillocate  practice  costs  could  ultimately 
iirpact  physician  behavior  and  practice  style.    Hie  model  proposed  fay  the 
Harvard  team  allocates  practice  costs  according  to  work.    Additive  models 
can  sepcirate  payment  amounts  into  payments  for  work  and  payments  for 
practice  costs,  tfut  the  allocaticai  issues  remain.    It  appears  that  a 
paradigm  for  cillocatiOTi  will  have  to  he  re^xonsive  to  policy  decisions. 

By  using  a  single  adjustment  figure  for  each  specialty,  different 
relative  values  for  different  specialties  performing  identical  services 
are  produced.    This  inpli^  that  two  specicilties  performing  the  same  work 
will  be  pedd  different  amounts  because  the  practice  cost  factors  differ. 
A  formula  that  cillocates  practice  cost  differences  to  the  services  that 
differ  ^3pears  more  ^propriate. 

Updating  Practice  Posts.    As  they  are  measured  in  the  Harvard  PBRVS, 
practice  costs  are  measured  relative  to  gross  inocme.    Since  the  Harveird 
RBRVS  may  change  the  distrifaution  of  physicians'  inocme,  it  will  cdso  give 
the  appearance  of  catering  the  distrifaution  of  practice  costs  across 
^)ecicLLties  vtien,  in  reeility,  practice  costs  may  not  have  changed.  Ihis 
approach  will  give  misleading  results  about  the  change  in  practice  costs 
over  time.    Further  work  needs  to  be  dene  to  determine  how  practice  costs 
should  be  ijpiated. 

Specialty  Differentieds.     Whether  there  should  be  ^jecialty  differenticds 
is  an  inportant  issue  for  the  Medicare  program.    A  peirt  of  this  issue  is 
v^ther  different  ^^pcialties  are  actually  providing  equivalent  work  vAien 
they  use  the  same  CFr-4  codes  and  report  equcQ,  work.    For  exanple,  the 
Harvard  RERVS  may  yield  the  same  relative  work  value  for  a  ^Decialist  and 
a  nonspecialist.    Whether  equal  payments  are  ^propriate  is  unclecur.  Ihe 
ultimate  decision  might  be  influenced  by  v*jether  the  services  eure  likely 
to  be  equally  beneficial  to  the  patient. 
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VJhether  Medicare  should  pay  for  the  opportunity  costs  of  training  is 
part  of  this  issue.    Arguments  can  be  made  on  both  sides  of  the  issue.  It 
ccxild  be  argued  that  Medicare  should  not  pay  more  than  is  appropriate  for 
the  least  cost  or  most  efficient  ^jecieLLty.    On  the  other  hand,  fcLLlure  to 
cccpensate  for  opportunity  cost  could  discourage  trciining  in  ^jecicilties 
with  lengthy  residency  requireaoaents. 

Hie  issue  of  specialty  differentials  raises  another  issue  for  Medicare 
payment.    The  present  system  cillows  self-designation  of  ^jecicdties.  If 
there  are  different  payments  across  specialties,  physicians  will  have  an 
incentive  to  identify  themselves  as  manbers  of  the  hi^ier  paying 
specialties. 

Extrapolation .    Given  resource  ccxistraints,  it  was  not  possible  to  survey 
vignettes  for  all  CPr-4  codes.    Extrapolatioi  (and  the  visit  and  consult 
methodology)  increased  the  total  number  of  unique  codes  with  relative  work 
veilues  to  approximately  1,200  and  the  number  of  codes  including  modifiers 
to  approximately  1,400.    Surveyed  codes  account  for  more  than  30  percent 
of  allcMed  charges  for  the  included  specicdties.    The  extrs^lated  codes 
account  for  more  than  20  percent  and  the  visit  code  methodology  accounts 
for  more  than  35  percent. 

The  extr^xslation  methodology  is  predicated  on  the  assunption  that 
charges  accurately  reflect  differences  in  work  within  small  families. 
Extr^)olatian  within  families  is  based  on  the  assunption  that  differences 
in  charges  within  families  reflect  the  relative  differences  in  work.  To 
the  extent  that  there  are  procedures  that  are  mi^rioed  within  families 
relative  to  other  family  meaibers,  the  extrapolation  technique  has  its 
limitations.    Ihe  Harvard  team  performed  scrae  sensitivity  ansilyses  on 
families  that  included  more  than  one  surveyed  procedure.    Ihey  found  that 
the  relative  values  differed  by  ^jproximately  10  percent  d^jending  cn  the 
choice  of  the  benchmark  procedure  in  one  family,  and  nearly  50  percent  in 
another.    The  typical  variatiai  within  a  family  is  unkncwn,  but  may  be 
large. 

Work  by  others  (Mitchell  et  al,,  1988)  si:?3ports  the  underlying 
assuirpticai  of  the  extr^jolaticxi  methodology  that  charges  vary 
systematically  with  physician  effort  involved.    This  work,  hcwever,  also 
identified  the  presence  of  procedures  that  were  mispriced  in  terms  of 
physician  effort.    For  exanple,  Mitchell  found  that  total  hip  r^laoements 
were  overpriced  vAiile  secondary  hip  revisions  were  appropriately  priced. 

The  Harvard  team  ran  into  trouble  using  national  average  charges:  scrae 
of  the  relative  ciiarges  were  une^qiected  and  even  perverse.    For  exairple, 
the  Harvard  team  found  that  the  average  charge  for  a  six  vessel  coronary 
artery  bypass  graft  (CABG)  is  lower  than  the  average  charges  for  a  three 
vessel  or  four  vessel  CABG  (Hsiao,  Braun,  Becker  et  al.,  1988,  p.  605) . 
Since  the  three  vessel  CABG  was  the  benchmark  for  CABG  extr^jolations,  the 
resulting  relative  value  for  the  six  vessel  CABG  was  unreasonable.  The 
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probleaoos  that  can  exist  in  attenpting  to  extrapolate  ftxm  cheurge  data  are 
well  known.    While  to  seme  extent  they  reflect  problems  with  the  data,  to 
a  large  extent,  they  eilso  reflect  problems  in  the  way  that  the  data  were 
enployed  by  the  Harvard  team.    Ihus,  althou^  seme  of  tliese  problanns  can 
be  solved  with  more  careful  data  analysis,  the  results  illustrate  the 
sensitivity  and  risks  of  the  extre^lation  technique. 

The  Harvard  researchers  have  acknowledged  these  limitations.  For 
exanple,  althoo^  the  stui^  reported  values  for  radiology  procedures,  they 
are  identified  as  "unresolved."    In  addition,  extrc^lated  values  have  not 
been  generated  for  anesthesia  procedures.    Finally,  there  ar&  some 
procedures  that  eire  not  members  of  a  family.    For  these,  extrapolation  is 
hi^ily  problematic.    To  date,  no  general  solution  to  these  problems  has 
been  proposed. 

Global  Fees.    Global  fees  are  fees,  generally  surgical,  that  include 
services  frcm  sane  time  before  the  procedure  itself  is  performed  until 
some  time  afterward.    For  instance,  most  surgiccil  procedures,  for  the 
purpose  of  billing,  include  the  cperaticxi,  per  se,  and  the  normal, 
unccnplicated  follow-i^j  care.    A  globed  fee  usueilly  ccnprises  these 
various  ccnpments.    Surgecais  eilmost  universally  bill  globed  fees  and 
Medicare  pays  global  fees  for  surgiccd  procedures.    These  globed  fees 
cdmost  always  include  a  period  after  discharge  edthou^  the  time  period 
included  in  a  globed  fee  payment  varies  across  cetrriers. 

Globed  fees  pose  a  significant  problem  in  both  the  cedculated  and 
extr^xslated  Harvard  RBRVS  for  surgiced  procedures.    Ihe  Heirveurd  HEPNS 
study  did  not  collect  information  on  work  for  globally  billed  surgical 
procedures  that  occurred  eifter  ho^ited  discharge.    Since  the  stuc^  did 
not  include  post-discheurge  work  in  the  cedculation  of  relative  vedues  for 
surgical  procedures,  the  estimates  of  work  for  these  procedures  are 
undervcdued  in  the  Heurvard  PBRVS. 

If  the  Hcirvard  RBRVS  is  to  be  used  as  a  beisis  for  a  fee  schedule,  it 
would  be  inperative  that  global  fees  be  defined  uniformly  across 
carriers.    As  with  visits,  it  is  clear  that  precise  relative  values  cannot 
be  ccnputed  for  operation  codes  as  new  used  because  the  ccxrtents  of  these 
codes  vary  frcm  carrier  to  carrier.    Clearly,  conforming  the  Heurvard  RBRVS 
to  a  uniform  globed  fee  definition  will  be  cxxoplex  and  should  be  done 
carefully  if  an  RBRVS  is  adopted. 

If  globed  fee  packages  are  defined  uniformly,  assignment  of  relative 
values  may  be  less  of  a  problem  since  the  number  of  packages  that  would 
have  to  be  defined  would  be  less  than  is  currently  the  ceise.    The  Harvard 
team  has  proposed  that  the  relative  vedue  for  a  nuober  of  office  visits 
could  be  used  to  generate  a  globed  fee  under  the  Harvard  RBRVS.  This 
apparently  strai^tforweurd  solution  is  not  without  its  limitations. 
Detprmining  the  ^propriate  level  and  frequency  of  visits  may  be 
difficult,  resulting  in  in^jpropriate  estimates.    In  additicai,  if  it  is 
not  dcaie  for  edl  globed  fees,  ge^  filling  methods  may  be  necessary.  Ihe 
present  incoTsistency  of  definiticai  amcaig  Medicare  ceirriers,  hoi-rever, 
makes  resolution  to  the  global  fee  problem  difficult. 
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Professioncil  versus  Technical  Oomponents.    Mc3st  radiology  and  anatanic 
pathology  procedures,  and  seme  diagnostic  procedures,  have  both  a 
technicad  and  professicnaJ.  caapanent,    Mediccure  pays  for  both,  but  in 
different  ways.    This  may  have  made  the  assigning  of  CFT  codes  to 
vignettes  more  difficult  for  radiology.    For  radiology  and  pathology 
procedures,  a  modifier  to  the  code  is  used  to  designate  its  professional 
CGDpcnent.    For  diagnostic  tests,  separate  codes  are  often  used  to 
differentiate  between  the  professional  and  technical  ccnpcnents  and  the 
globed  procedure. 

For  ptiysician  pathology  services,  seme  carriers  have  s^iarate  screens 
for  global  services  and  for  professional  only  services.    Other  carriers 
have  oily  one  set  of  screens  on  the  premise  that  physician  pathology 
services  are  nearly  eill  professiorcd  services  and  the  technical  ccnixinent 
is  negligible. 

A  nuEDber  of  questions  cirise  with  respect  to  the  way  the  Harvard  REE^ 
study  treated  the  differentiation  between  these  two  types  of  work  in 
radiology.    First,  it  is  not  clear  vdiether  the  physicians  re^x:nded  to  the 
survey  only  with  the  professioncd  ccnponents  of  work  or  included  both 
technical  and  professioial  ccn^xxients.    While  at  the  beginning  of  the 
survey  instrument  the  physician  re^xxdents  were  instructed  to  r^xDrt  only 
their  cwn  woric,  it  is  not  clear  that  this  instruction  was  aansistently 
heeded.    Ihe  professicaial  ccnponent  of  a  radiology  procedure  would  be 
"interpretation  only."    Even  if  the  procedure  is  performed  in  the 
physician's  office,  v*iere  the  physicicin  bills  for  the  technical  ccnpcaient, 
the  stciff  generally  performs  the  technical  ccnixnent.    If  physicians  did 
not  re^xxid  e^rcpriately  and  included  the  toted  work  of  cdl  persons 
involved  in  the  procedure,  then  systsnatic  bicises  of  physician  work  would 
occur.    Seine  survey  re^xarxients  appear  to  have  incorrectly  provided  time 
estimates  for  both  ccnponents.    Thus,  there  is  seme  belief  that  the 
problem  may  cdso  exist  for  the  measurements  of  work. 

In  addition,  if  the  survey  data  on  services  that  involve  both 
professicml  and  technical  oanpaneants  are  invalid,  then  extre^lations 
based  on  these  data  will  also  be  incorrect.    Ihere  are  further  problems  in 
using  the  charge  data  for  extrs^laticn.    Ooding  across  carriers  for 
radiologicEd  procedures  is  not  uniform,  and  there  is  seme  indicaticxi  that 
the  modifier  for  the  professional  ccBopcnent  is  underreported  on  the  Fart  B 
Medicare  Annual  Data  System  (EMAD)  file.    HCEA  has  found  that  many 
carriers  do  not  code  the  professional  modifier  for  ijpatient  radiology 
procedures  on  EMAD,  althou^  Medicare  pays  only  for  the  professional 
conponent  of  that  service.    Ihis  would  result  in  a  lew  relative  value  for 
the  total  rEKiiological  procedure,  since  the  observed  relationships  between 
the  professional  and  toted  charges  for  these  procedures  would  be 
inplausibly  low. 

Payment  for  Anesthesia.    The  Harvard  team  did  not  generate  extr^»lated 
values  for  anesthesia  services.    First,  the  Harvard  team  used  CPr-4  coding 
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for  anesthesiology  services,  but  in  the  data  that  it  used,  HCEA  coded  and 
peiid  for  these  procedures  using  a  modifier  to  surgical  codes.     To  apply 
the  Hcirvard  RBRVS  for  payment  purposes  in  a  budget  neutreG.  fashion  or  to 
determine  its  inpact  on  anesthesia  payments  thus  requires  a  cross-walk 
f ran  the  Harvcird  RBRVS  values  to  the  CPT-4  Vedues  so  that  the  frequencies 
of  the  CFT-4  codes  can  be  determined.    Second,  the  frequency  field  of  the 
EMAD  file  has  been  used  differently  by  the  various  carriers.    Thus,  they 
cladm  that  it  is  very  difficult  to  determine  the  national  frequency  of 
anesthesia  procedures. 

In  reality,  it  would  have  been  possible  for  the  Hcirvard  team  to 
develop  extrapolated  relative  values  for  anesthesia  codes.  First, 
cross-walks  between  surgery  codes  to  anesthesia  codes  exist.    Secmd,  by 
using  the  EMAD  beneficiary  data,  it  would  have  been  possible  to  obtciin 
frequencies  of  anesthesia  services.    Ihus,  althou^  extrc^lated 
anesthesia  relative  Vcilues  do  not  exist,  this  is  a  problem  that  can  be 
addressed. 

Payment  for  Patholoov.    The  Harvard  study  generated  relative  values  for 
pathology  services.    A  number  of  these  pathology  services,  such  as 
urinalysis,  do  not  qualify  for  Madiccire  payment  cis  physicians'  services. 
These  are  paid  by  Mediccure  under  a  clinical  fee  schedule  because  they 
require  no  physician  work.    As  such,  they  should  not  be  included  in  the 
Harvard  RERVS  and  raise  questi<xis  as  to  v^t  the  responses  mean  for  those 
services. 

Modifiers.    A  large  nuniser  of  codes  can  have  modifiers  appended  to  them. 
In  all,  the  CPr-4  coding  system  has  22  and  the  Medicare  system  has 
assigned  approximately  30  more  level  II  codes.    Seme  of  the  modifiers  are 
descriptive  vAiile  others  are  for  payment  purposes.    Modifiers  that  are 
merely  descriptive  and  do  not  affect  payment  do  not  present  a  problem  for 
Medicare  or  the  Harvard  RBRVS.     Other  CPr-4  modifiers,  such  c»s  aissistants 
at  surgery,  concurrent  care,  bilateral  service,  and  unusueil  services, 
present  problems.    The  Harvard  RBRVS  stuc^  has  attenpted  to  deed  with  only 
one,  the  modifier  for  the  professional  ccraponent  of  a  service.  It  is  not 
clear  that  the  extr^»laticn  technique  would  work  well  for  these  modified 
codes  because  of  the  joint  nature  of  service.    Because  seme  modifiers  cure 
used  for  payment  purposes  vdiile  others  are  only  descriptors,  it  is  very 
difficult  to  determine  the  dollcir  amount  of  Medicare  services  that 
incorporate  payment  modifiers.    Nevertheless,  it  probably  is  not 
insignificant.    The  issue  of  modifiers  needs  further  study. 

Fitness  to  Rate.    Other  researchers  have  concluded  that  the  ability  of 
physicians  to  give  valid  responses  to  surveys  is  conpromised  if  the 
physicians  do  not  perform  the  procedure  in  question.    In  their  study  an 


^Prior  to  March  1,  1989,  HCFA  used  modifiers  to  surgery  codes  for 
anesthesia  coding.    After  that  date,  BZFA  used  CPr-4  anesthesia  codes. 
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overpriced  procedures,  Mitchell  et  al.  concluded  that  those  performed 
a  procedure  freqjeantly  had  a  nuch  lover  rate  of  statistical  outliers  than 
those  \4io  perfomed  the  procedures  less  frequently.    Ihe  Harvard  RBRVS 
stu^  did  not  query  the  physicians  as  to  how  frequently  they  performed  the 
surv^ed  procedures. 

Validity  nf  t-^  Haxi/a-^  PPRVS  Values.    Ihere  has  been  relatively  little 
review  of  the  full  validity  of  the  Harvard  RBRVS  values.    There  have  been 
observations  that  sane  of  the  relative  values  within  the  ^leciedties  are 
inappropriate.    But  aside  frcm  concerns  redsed  by  the  specialty  societies, 
HCFA  is  aware  of  no  independent  atteaoopts  by  independent  reviewers  to 
assess  the  Vcilidity  of  the  final  results. 

Nevertheless,  there  has  been  saooe  review  of  the  time  measurements 
obtained  by  the  Harvard  stufy  team.    In  performing  the  stucfy  on  overpriced 
procedures  cited  above,  Mitchell  et  al.  collected  intraservice  times  on 
procedures  involved  in  their  stucfy.    Ihere  v^ere  c^proximately  55  codes 
that  were  ccranon  to  both  studies.    In  reviewing  these  codes,  Mitchell 
(1989)  found  that,  for  the  most  part,  the  times  are  remarkably  similar. 


ADCRESSING  IHE  ISSUES  AND  UMITAnONS  OF  THE  HARVARD  RBRVS 

Seme  of  the  problems  identified  above  mi^t  be  corrected  in  a 
strai^tforward  fashion,  but  others  will  be  expensive  and  time  consuming. 
While  seme  of  these  problems  mi^t  be  solved  by  the  Harvard  team,  others 
will  be  investigated  by  HCFA  and  other  organizations.    In  working  to 
resolve  the  shortcccdngs  of  the  Harvard  RBRVS,  two  purposes  will  be 
satisfied.    First,  refinement  should  inprove  the  usefulness  of  the  final 
scale.    Second,  the  sensitivity  of  the  results  to  these  refinements  can  be 
investigated.    The  success  of  efforts  to  resolve  the  problems  that  have 
been  identified  cannot  be  predicted  since  it  is  work  in  progress. 

Many  of  the  concerns  about  the  vignettes  mi^t  be  resolved  by  more 
survey  work  cind  greater  en^iiasis  on  vcdidity  testing.    In  the  second  phase 
of  the  stucfy,  the  Harvard  team  will  resurvey  general  surgery,  orthopedics, 
and  internal  medicine.    In  performing  these  resurveys,  by  including  more 
vignettes  ^jecifically  relevant  to  the  Medicare  population  and  conparing 
results  to  vignettes  that  are  not  Medicare  specific,  they  should  be  able 
to  determine  if  the  vignettes  used  in  the  stuc^  are  e^ropriate  for  the 
Medicare  population.    The  Harvard  team  may  organize  panels  of  physicians 
to  rate  work  in  a  groi:^  process.    This  group  process  will  be  oondnctPd 
parcillel  to  the  survey  process  and  Ccin  be  used  to  validate  the  survey 
data. 

Sone  coding  problems  mi^t  be  corrected  by  defining  different  codes. 
PFRC  has  reccninended  that  the  coding  system  for  evaluation  and  management 
services  be  revised  so  that  time  is  used  in  the  definitions  of  levels  of 
service.    Nmetheless,  such  an  effort  would  have  to  be  coordinated  with 
HCFA's  efforts  to  ipdate  the  payment  system  and  with  the  concerns  of  other 
parties  to  find  a  viable  approach  to  problems  with  the  coding  system.  The 
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solution  that  the  Harvcund  team  has  proposed  to  the  visit  code  problem  is 
under  cxnsideraticn  by  the  AMA,  FFRC,  and  HCFA.    Cleeurly,  many  detciils 
need  to  be  resolved. 

Globcil  fees  is  cinother  area  that  needs  substantied  \fork.    In  defining 
glc±al  fee  packages,  it  is  inportant  that  broad  definitions  including  long 
lengths  of  time  after  discharge  be  used.    Further  study  is  necessary  to 
define  the  amount  of  work  involved  in  post-discharge  visits. 

Other  problems  such  as  technical  ccn|)onents  may  require  a  conbinaticai 
of  more  survey  work  and  definition. 

Problesns  with  payment  for  anesthesiology  c^^parently  can  be  resolved. 
PiS  stated  earlier,  more  judicious  use  of  existing  data  may  be  the  best 
solution  to  the  problem.    As  an  alternative,  consideration  mi^t  be  given 
to  the  current  payment  for  anesthesiolcy.    Medicare  currently  pays  for 
anesthesiology  services  using  a  relative  value  system  based  on  the  system 
developed  by  the  American  Society  of  Anesthesiologists  (ASA) .    One  optical 
for  payment  for  these  services  would  be  to  use  relative  values  developed 
by  the  ASA  and  integrate  them  into  the  Harvard  RERVS  by  a  consensus 
process.    Alternatively,  Medicare  mi^t  change  anesthesia  payments  to  an 
average  time  per  procedure  basis. 

Measurement  of  the  technical  ccnponents  of  procedures  is  an  cirea  that 
needs  greater  stucfy.    Ihe  American  Oollege  of  Radiologists  (ACR)  has 
developed  relative  values  for  professional  ccnponents  for  eill  radiology 
procedures.  In  additicml  to  using  its  fee  schedule  for  professic^ial 
conponents  of  radiological  procedures,  HCFh  obtciined  global  relative  value 
reconmendations  from  ACR.    A  possible  alternative  is  to  use  the  College's 
global  values  to  establish  technical  relative  values  for  radiological 
procedures.    Another  alternative  is  to  perform  studies  to  determine  the 
correct  relationship  between  professional  and  techniczd  ccnpcaients. 

Payment  for  professional  and  techniccil  conponents  for  physician 
pathology  services  and  other  dictgnostic  services  may  be  more  troublesome, 
but  not  as  inportant  in  the  overall  per^)ective  of  Medicare  financing, 
because  physician  pathology  services  involve  a  very  small  number  of  CPr-4 
codes,  currently  about  60.    Also,  in  situations  vAiere  the  pathology 
service  is  rendered  to  a  hoqpital  patient  by  a  ho^ital-based 
pathologist — ^about  75  percent  of  all  physician  pathology  services — ^the 
technical  conponent  is  pedd  to  the  facility  throo^  the  prospective 
payment  system  or  on  a  cost  basis.    VBnen  the  service  is  performed  by  an 
ind^aendent  laboratory,  a  global  billing  is  paid  by  the  carrier.  Carriers 
do  not  maintain  screens  nor  pay  claims  for  techniccil  oonpcaTent  billings 
for  physicicin  pathology  services.    A  short-run  soluticxi  to  this  problem  is 
to  use  charges  to  extrc^late  relative  values,  as  Harvard  has  done.  One 
alternative  is  to  use  the  relative  value  scale  for  physician  pathology 
services  that  was  developed  by  HCFA  and  integrate  it  into  the  Hcirvard 
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RBRVS.     Another  alternative  would  be  to  attenpt  to  perform  studies  to 
determine  the  correct  relationship  between  professional  and  technical 
ccnponents  in  this  eirea,  including  developing  a  sepeirate  methodology  for 
these  services. 

Other  options  for  the  functiaial  form  are  being  considered  by  both 
HCFA  and  PFRC.    PFRC  has  proposed  that  an  additive  functional  form  be 
used,  \*iere  payment  is  s^arated  into  work  and  practice  cost  ccnpcaients. 
It  proposed  further  that  the  c^iportunity  cost  factor  should  be  dropped 
frcm  the  fomula.    Ihe  use  of  an  additive  model  is  one  cdtemative 
approach,  and  many  eiltemative  fonnulaticHTS  of  the  additive  model  are 
plausible. 

Functional  form  and  allocation  and  mesisurement  of  practice  costs  and 
li^xiating  of  these  factors  are  being  studied  by  HCFA.    PPRC  has  reccmnended 
that  the  process  used  to  develop  its  fee  schedule  should  be  used  for 
i;^xiating  it  as  well.    Under  its  proposed  process.  Congress  would  set 
policy  regarding  li^idates  in  the  conversicsi  factor,  changes  in  relative 
values,  and  adjustments  to  the  schedule.    Ihe  Ccnmission  would  continue  to 
provide  the  Ocsigress  with  necessary  data  for  update  decisiois.  Ihe 
desirabili"^  of  paying  for  opportunity  costs  will  continue  to  be  debated, 
as  will  be  the  qpecialty  differentials. 

£xtr^x)lation  is  another  area  that  regiiires  work  in  several 
directions.    A  partial  solution  toward  solving  the  problem  includes 
surveying  more  vignettes,  e^iecicdly  those  with  hi^  Medicare  frequencies 
or  expenditures.    Ihis  would  facilitate  a  shrinking  of  the  scope  of  the 
extrc^lation.    Other  efforts  to  be  undertaken  by  the  Hsurvcurd  team  will 
include  investigating  eiltemative  methods  of  extr^olaticai.    Finally,  a 
greater  eaaophasis  on  validity  testing  of  the  extrapolated  results  will  be 
made  in  the  second  phase  of  the  study. 

Ihe  Harvard  team  will  attenpt  to  develop  new  methods  of  selecting 
cross-^3ecicilty  links  and  of  validating  the  cross-qjecialty  results.  Two 
new  methods  will  be  the  use  of  a  panel  nmyinfipd  of  salaried  physicians,  as 
well  as  double-boarded  ^^ecialists. 

Pre-  and  post-service  work  make  xjp  a  large  part  of  total  work,  and 
issues  related  to  this  area  of  research  were  previously  discussed.  Ihe 
Harvard  team  proposes  to  attempt  to  investigate  different  methods  of 
measuring  pre-  and  post-service  time  and  woiic.    Methods  it  will  explore 


^Ihis  relative  value  scale  is  based  i^xai  1987  EMAD  submitted 
charges.    Ihe  scale  does  not  differentiate  between  professional  and  global 
ccnponents  of  physician  pathology  services.    For  a  more  ccnplete 
discussion  of  physician  pathology  issues,  see  the  Secretary's  r^»rt  to 
Congress,  entitled  "A  Relative  Value  Scale  for  Riysician  Pathology 
Services."    Ihis  r^XDrt  is  currently  in  Departmentcil  cleeircinoe. 
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include  use  of  physiclcin  logs,  surveys,  emd  consensus  by  e^q^ert  panels. 
In  addition,  greater  vcdidity  checdcs  will  be  dene  in  this  area. 

The  second  phase  of  the  study  will  examine  the  reliability  and 
validity  of  work  values  provided  by  panels  of  physicians  meeting 
face-to-faoe  as  opposed  to  telephone  surveys.    If  the  results  of  the 
surveys  and  panels  are  similcir,  then  i;^x3ating  may  be  easier  thcui  fecired. 

The  probleans  of  modifiers  may  be  resolved  with  greater  data 
collecticxi.    Hie  Harvard  team  is  investigating  the  possibility  of 
addressing  the  issue  of  cissistants  at  surgery  in  the  ne>ct  phase  of  the 
study.    Other  modifiers  will  require  detedled  analysis,  as  well.    In  the 
short-run,  there  are  two  possible  solutiois.    In  the  report  to  Ooigr^s 
entitled  "Natic^vil  Fee  Schedule  Inplesnentation"  that  has  been  cited 
earlier,  the  D^mtment  has  reccninended  that  many  of  the  current  payment 
rules  should  be  used  to  Ccilculate  relative  values.    For  exarople,  under  the 
current  chcirge  policy,  the  reasonable  charge  of  the  cissistant  at  surgery 
may  not  exceed  20  percent  of  the  prevailing  charge  for  the  surgiccil 
procedure.    Similar  rules  exist  for  multiple  and  bilateral  surgery.  A 
less  satisfactory  solution  is  to  use  the  current  extrapolated  values.  The 
problem  with  local  codes  should  disappear  as  carriers  ccawert  more 
universally  to  the  HCFA  Ocnnoi  Procedure  Coding  System. 

At  present,  the  Harvard  RBE^  covers  only  69  percent  of  cillowed 
charges  for  the  covered  specialties.    As  noted  in  Ch^^ter  2,  vdien  the 
Harvcird  RBRVS  is  ooopleted,  it  is  expected  that  95  percent  of  Medicare 
charges  will  be  covered.    If  the  Harvard  RBRVS  is  to  be  used  as  a  beisis 
for  a  Medicare  physician  payment  system,  provisions  for  payment  must  be 
made  for  codes  that  do  not  have  relative  values.    There  are  three  feasible 
solutiois  to  this  problem.    One  option  is  to  pay  for  these  procedures  <m  a 
reasonable  ciiarge  basis.    A  seomd  optical  is  to  have  the  carriers  create 
their  cwn  local  relative  values.    A  third  option  is  to  determine  claims  on 
a  case-by  case  basis.    In  any  event,  the  problem  can  and  should  be  solved 
before  the  Harvard  RBRVS  can  be  used  as  a  basis  for  a  fee  schedule. 

In  conclusim,  the  Harvard  REE^  developed  by  the  Harvard  team  is  an 
iirportant,  professicxial,  and  ambitious  effort.  Nevertheless, 
methodologiccd  issi.ies  remain.    Decisions  on  how  the  Harvard  RBRVS  would  be 
used  by  Medicare  hinge  on  its  technical  validity  and  on  the  implicaticHis 
of  its  use  for  providers,  beneficiaries,  and  the  Medicare  program.  These 
latter  issues  are  the  subject  of  the  following  chapter. 
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Chapter  4 


ANALYSIS  OF  IHE  IMPACT  OF  USING  AN  RVS  FOR  MEDICS^  PAYMENT 

This  ch^^ter  examines  the  eocaxxnic  iirpact  of  using  an  RVS-based  fee 
schedule  to  determine  Medicare  payments,  focusing  on  an  RBE^  and  a 
charge-based  RVS.    Ihe  chapter  describes: 

1.  the  design  issues  involved  in  simulating  a  payment  system  based 
on  an  RVS  and  an  explanation  of  the  options  used  for  the 
sisulation, 

2.  the  siTnilaticai  methods,  etnd 

3.  the  results  of  the  simulations. 

DESIGN  ISSUES  AND  OPTIGNS 

A  large  number  of  technical  issues  vrould  have  to  be  resolved  before  an 
RBRVS-bcised  payment  system  could  be  inplemented,  but  oily  a  few  of  them 
must  be  resolved  in  order  to  perform  a  reasonably  accurate  simulation  of 
the  inpact  of  such  a  system  on  providers  and  beneficieuries.    Ihe  nine 
inportant  issues  ar&: 

1.  Should  the  system  be  inplemented  in  a  "budget-neutral"  way  or 
should  conversion  factors  be  used  that  would  ensure  budget 
savings? 

2.  VJhat  kind  of  model  (e.g.,  additive  or  multiplicative)  should  be 
vsed  to  ccawert  estimated  work  and  practice  costs  into  an  alleged 
charge? 

3.  How,  if  at  all,  should  the  system  adjust  payments  to  reflect 
c^ropriate  differences  in  cost  of  practice  among  geographic 
areas? 

4.  What  redistributions  of  allowed  charges,  if  any,  are  acceptable 
among  geographic  areas? 

5.  What  redistributions  of  allowed  charges,  if  any,  are  acceptable 
among  ^)ecialties? 

6.  What  changes  in  volume  and  intensity  of  services  should  be 
eaqpected  in  re^)onse  to  changes  in  cLLlcMed  charges? 

7.  What  rules,  if  any,  will  be  ^plied  to  balance  billing  and 
assignment? 

8.  Will  the  fee  determined  by  the  RVS  be  peiid  in  all  cases,  or  will 
the  allowed  charge  be  limited  to  the  physician's  actual  or 
customary  charge? 
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9.     How  will  assignment  and  participation  rates  change? 


Different  payment  systesns  based  on  an  RVS  can  have  very  different 
iirpacts,  ranging  frcm  major  redistribution  of  payments  among  ^jecialties 
and  geographic  areas  to  no  red istributicai  at  all.    Designing  a  nationcil 
payment  system  based  on  an  RVS  requires  explicitly  deciding  vAiether  to 
preserve  or  change  inportant  features  of  the  current  CER  system.    We  have 
already  noted  that  those  interested  in  eliminating  the  perceived  allcwed 
charge  imbalance  between  cognitive  and  invasive  services  look  to  the 
inplementation  of  an  RERVS  to  achieve  this  goal.    In  addition,  many  would 
like  to  use  inplementation  of  an  RBRVS  to  increcise  payments  to  mrEil 
physicians.    For  this  reason  we  have  siraalated  a  variety  of  payment 
systems  with  widely  varying  redistributioial  effects. 

1.  Conversicai  Factor.    As  eilrea(^  noted,  a  joonstary  conversion  factor  must 
be  used  to  convert  the  relative  values  in  an  RVS  into  dollar  payment 
amounts.    The  strai^tforward  way  to  determine  a  cowersicxi  factor  for 
Medicare  payments  that  would  be  "budget  neutral"  —  that  is,  neither 
increase  nor  decrease  Medicare  outlays  ccnpared  to  v*iat  would  have  been 
ejqjected  without  an  PBRVS  —  is  to  calculate  the  cOTversicxi  factor  for  an 
index  year.    The  ccnputaticavil  procedure  is  to  divide  the  totcLL  number  of 
dollars  i^Dent  by  Medicare  for  physician  services  during  the  year  by  the 
totcil  nuDODber  of  RVUs  assigned  to  those  services  by  the  RVS,  taJcing  into 
account  any  assiimed  physician  and  beneficiciry  b^iaviorsd  responses.  The 
conversion  factor  can  cLLso  be  set  to  attadn  budget  savings.    All  of  the 
simulaticais  r^x>rted  in  this  chc^jter  are  based  on  a  oonversioi  factor  that 
is  budget  neutral  for  the  naticHi. 

2.  Functioncil  Form.    Ctonoems  about  the  multiplicative  functional  form 
have  been  discussed  in  Chapter  3.    Thus,  the  simulations  primarily  use  an 
additive  model,  althoui^  a  multiplicative  model  is  also  presented.  The 
additive  model  used  as  the  basis  for  the  BCTA  simolatic^is  assumes  that  the 
payment  for  a  service  is  sepeirable  into  two  ccraponents:  a)  payment  for 
physician's  wei^ted  work,  v^ch  we  define  as  work  multiplied  by  the 
c^:portunity  cost  factor,  and  b)  payment  for  overhead  costs.  ^ 

Detennining  the  totcJ.  payment  for  a  procedure  under  this  additive  model 
involves  four  st^js: 

a.     TVro  s^)cirate  payment  pools  are  created  by  dividing  current 
Medicare  paymmts  for  a  yecu:  into  a  portion  that  goes  for 
physician's  wei^ted  work  and  a  portion  that  goes  for  overhead. 
Each  ^)ecialty  has  one  nationcil  overhead  rate  vMch  is  calculated 
frcm  HCFA's  Physician  Practice  Cost  and  Inocrae  Survey.  Ihe 
paym^it  pool  for  overhead  is  further  broken  dcMn  into  pools  for 
each  qpecicdty. 


^For  the  purposes  of  this  discussion,  a  State  is  more  urban  if  more 
of  its  population  resides  in  Metropolitan  Statistical  Areas. 
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b.  A  ^jecialty-independent  oowersion  factor  for  physician's 
wei^ted  work  is  detemined  by  dividing  the  physician's  wei^ted 
work  payment  pool  by  the  total  work  for  all  services  rendered  to 
Medicctre  beneficieuries  during  the  year. 

c.  A  ^jecialty-specific  conversion  factor  for  overhead  is  detentdned 
by  dividing  the  overhead  payment  pool  for  the  ^jecialty  by  the 
total  work  for  all  Medicare  services  provided  by  the  ^jecialty 
during  the  year.    This  conversion  factor  rests  on  two 
assunptions:  (1)  that  total  overhead  costs  for  a  specicdty  are 
approximately  correct  and  c^ropriate  and  (2)  that  overhead  can 
be  cillocated  in  proportion  to  physician  work. 

d.  Total  payment  for  the  procedure  is  sum  of: 

—   the  physician's  wei^ted  work  for  the  procedure  nultiplied 
by  the  f=pecialty-indpppndent  work  conversion  factor,  and 

—     the  physician's  work  for  the  procedure  multiplied  by  the 
specialty-^jecific  overhead  ccaiversicai  factor. 

Ihis  model  is  somevdiat  different  frcm  the  PFRC  additive  model.  Die 
main  difference  is  the  way  that  the  FE^  model  edlocates  payments  for 
practice  costs  in  proportion  to  charges  while  the  HCFA  model  allocates 
these  payments  in  proportion  to  physician  work. 

3.  Practice  Post  Variations.    Ihe  legislative  meuTdate  to  conduct  the  stuc^ 
on  RVSs  included  a  mandate  to  develop  and  assess  an  appropriate  index  that 
would  reflect  justifiable  differences  in  practice  costs  and  costs  of 
living  based  xipan  geogrc^iiic  location.    Such  an  index  is  cedled  a 
Geogr^ihic  Practice  Oost  Index  (GPd)       Ihe  RBRVS  developed  at  Hcurvard 
is  sinply  a  set  of  national  relative  values,  and  the  Hcirvard  study  did  not 
address,  nor  did  it  intend  to  address,  vAiether  physician  payments  should 
vary  across  geogrc^shic  areas  and  localities. 

Because  the  Harvcuixi  RERVS  (also  referred  to  eis  the  sultiplicative 
model  to  differentiate  it  fron  the  additive  models)  is  based  on 
differences  in  the  relative  value  of  inputs,  sorae  of  vAiose  costs  vary  fron 
one  geographic  area  to  another,  it  is  inportant  to  consider  hew  payments 
should  reflect  these  differences.    A  nuniser  of  indices  mi^t  be  used  to 
adjust  physician  payments  for  geogrsfiiic  cost  of  practice  differences. 
Two  indices  will  be  used  in  the  simulations  of  the  miltiplicative  models. 
Both  indices  use  the  same  measures  of  overhead  costs  such  as  the  cost  of 


^For  a  description  of  the  motivation  and  construction  of  GPCIs  see 
Appendix  C. 
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staff,  rent,  and  professional  liability  insurance.    Ihe  indices  differ  in 
the  proxy  that  is  used  to  determine  the  value  of  the  physician's  time  in 
the  geographic  area:  (1)  the  Professicned  Index  uses  the  hourly  earnings 
of  other  professioneds  with  at  least  5  years  of  college  and  (2)  the 
Nb-Variation  Index  treats  physician  time  as  having  the  same  Vcilue  in  eill 
areas.    The  indices  are  the  refined  indices  developed  with  HCFA  funding  by 
the  Urban  Institute  and  the  Center  for  Health  Eccncndcs  Pesearch  (CHER) 
(Zuckerman,  Welch,  and  Pcpe,  1989) . 

Ihe  nultiplicative  model,  as  sixaalated  by  HCFA,  is  simulated  with  and 
without  a  GPd.    Ihere  eu^e  three  veuriaticns  of  the  HCFA  additive  model. 
Ihey  are  differentiated  by  their  use  or  lack  of  use  of  the  GPd.  TSie 
first  payment  model  does  not  include  a  GPd.    Ihe  second  model  ^plies  a 
third  GPd,  the  overhead  GPd,  to  the  overhead  ccnpcnent.^    Ihe  third 
model  applies  an  index  based  on  the  physician's  own  time  to  the  wei^ted 
work  ccnponent  of  the  additive  model  and  applies  the  overhead  GPd  of  the 
GPd  to  the  overhead  cost  ocnponent  of  the  additive  model.    As  in  the 
professiOTicil  GPd,  the  proxy  for  physician's  time  is  the  income  of  other 
prof essicaials . 

4.  Geographic  Redistributions.    Ccaiversicai  factors,  in  addition  to  being 
national  in  scope,  can  be  ^)ecific  to  individual  States  or  loccilities. 
Such  ccnversicHi  factors  can  be  ccilculated  so  as  to  maintcdn  the  current 
geogr^3hic  distribution  of  payments  and  to  avoid  reallocaticxi  of  payments 
between  States  or  between  localities.    We  present  only  limited  simulations 
of  this  strategy,  because  seme  of  the  results  cure  essentiedly  triviad  (if 
a  locality  ^)ecific  conversion  factor  is  used,  no  State  or  locality  either 
gains  or  loses,  so  all  geographic  redistributions  are  zero) . 
Nevertheless,  this  strategy  r^resents  one  option  for  implementing  an  RVS 
because  locality-^iecific  ccawersicai  factors  would  minimize  the  geogr^shic 
redistributions . 

5.  Specialty  Rpdistributions.    Conversion  factors  can  also  be 
specialty-specific.    Such  ccxTversion  factors  can  be  calculated  so  as  to 
maintain  the  current  distributioi  of  Medicare  payments  ammg  ^^eciadties. 
While  this  strategy  mi^t  be  undesirable  if  the  goal  of  the  RVS  is  to 
alter  relative  incrmps  of  ^)ecialties,  it  could  have  certain  advantciges: 

1.     It  would  change  incentives  for  individual  physicians  so  as  to 
encourage  evaluation  and  management  rather  than  technical 
services. 


"Hftiless  otherwise  noted,  vSien  a  GPd  is  used  in  a  multiplicative 
model,  the  refined  professioncil  index  will  be  used. 

^Ihe  overhead  GPd  is  an  index  of  the  variation  in  overhead  costs 
amcaig  localities.    IMlike  the  two  indices  described  above,  it  does  not 
include  a  ccnpaient  for  the  value  of  physician's  time. 
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2.  It  might  reduce  undesirable  provider  re^xnses  because  total 
revenue  for  the  ^^ecialty  would  be  unaltered.    Thus,  most 
physicians  would  not  experience  major  revenue  losses  and  mi^t 
hatve  less  incentive  to  increase  services  in  order  to  recotp 

3.  Specieilty-specific  conversion  factors  mi^t  be  useful  as  part  of 
a  phase-in  strategy  or  as  a  permanent  strategy  to  attenuate, 
without  eliminating,  redistributions  among  ^jecieilties. 

We  present  only  limited  simolations  of  this  strategy,  because  no 
specialty  either  gains  or  loses,  so  all  ^ecialty  redistributicns  are 
zero,  at  least  at  the  national  level.    This  strategy  is  an  alternative  to 
the  redistributicaTs  amcxTg  ^Decialties  that  are  ladd  out  in  other 
sinulaticns. 

6.  Effects  of  Chanaina  Prices  can  Volume  and  Aocess.    Analysts  cure  divided 
en  the  effect  of  changing  prices  on  the  volume  of  services  that  physicians 
will  supply.    Ihis  debate  has  been  both  theoretical  and  eaaopirical  and 
focuses  significantly  on  the  issue  of  vtiether  physicians  are  able  to 
induce  demand  for  their  services  v^ien  faced  with  changing  prices,  and  on 
vjhether  physicians  seek  or  can  attedn  a  target  incane.    There  is  seme 
eaoDpiriccd  evidence  that  suggests  that  physicians  provide  more  services 
^tihen  payments  are  reduced,  althcu^  fron  a  theoreticcil  point  of  view,  the 
results  are  ambiguous.    When  physicians  cure  faced  with  a  price  cut,  there 
cure  at  least  two  cccpeting  effects.    Uider  the  conventioncLL  economic 
theory,  the  physician  will  want  to  perform  fewer  of  these  less  profitable 
services  and  substitute  more  profitable  services.    On  the  other  hand,  in 
order  to  attciin  the  target  incane  level,  the  physician  may  satis^ 
existing  demand  at  the  lower  price  or  induce  demand  for  the  lower  priced 
services,  or  induce  demand  for  the  hi^ier  priced  procedures. 

Another  school  of  thou^t  argues  that  physicians  are  unable  to  induce 
demand.    Further  cooplicating  the  issue,  physicians  may  re^xsid  to  either 
increases  or  decreases  in  prices  by  ^jending  more  time  at  leisure 
activities.    Greater  discussion  of  the  general  issue  of  physician  re^ionse 
to  changes  in  payment  levels  are  presented  in  the  Report  to  Congress 
entitled  "Growth  in  the  Volume  and  Intensity  of  Riysician  Services:  Issues 
and  Options." 

Because  of  the  anfeiguity  regarding  b^iaviorsd  re^x:nse  to  payment 
changes,  we  have  provided  one  sinulation  (Table  4.2)  that  shcMs  the  effect 
of  different  re^xaises  on  the  redistribution  of  payments  across 
^)ecialties.    In  the  interest  of  cccpact  presentation,  we  have  not 
calculated  separate  versions  of  each  sinulation  for  each  possible  level  of 
behavioral  re^xxise.    All  sinulations  that  do  not  specif  iccLLly  menticai 
behavioral  re^xaise  are  calculated  on  the  assunption  that  no  response 
occurs. 
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HCEA's  Office  of  the  Actuary  (QACT)  often  performs  sinulaticns  under 
the  assunption  that  rou^ily  half  of  the  expected  budget  gcdns  attributable 
to  policy  changes  will  not  be  realized.    One  way  to  cperationcilize  the 
QACr  model  is  to  asPBTmp  that  providers  will  increase  volume  so  as  to 
recoup  50  percent  of  their  net  loss  in  revenue.    This  approach  assumes 
that  there  is  no  change  in  volume  if  there  is  a  net  increase  in  Medicare 
revenues.    In  other  words,  a  specicilty  that  gains  under  an  RVS-based 
payment  system  will  not  increase  total  Medicare  revenues  by  providing  more 
of  the  services  for  vdiich  payments  have  increased. 

7.  Balance  Billing  and  Assignment.    The  eommic  inpact  of  an  RVS  cti 
beneficicuries  d^)ends  an  the  inpact  on  physician  assignment  and 
participation  rates,  the  redistributive  effects  by  qjecialty,  locality, 
and  type  of  service,  and  hcM  much  physicians  are  aillowed  to  bill  beycxid 
the  payments  made  by  Madicare.    If  physicians  are  alla(««l  to  bill  Medicare 
beneficicuries  more  than  the  amount  allowed  under  the  RVS^aased  payments, 
then  any  reduction  in  Medicare  payments  mi^t  be  passed  on  to  the 
beneficiciry  as  out-of-pocket  liability;  this  liability  accrues  to  the 
beneficiary  if  the  physician  does  not  accost  assignment.    Predicting  hew 
physicians  will  re^xxid  to  changes  in  payments  is  difficult,  but  a  growing 
boc^  of  evidence  indicates  that  physician  "participation"  rates  (that  is, 
the  percent  of  physicians  enrolled  in  the  Medicare  Partic^jating  Fhysician 
Program,  under  v*iich  a  physician  agrees  in  advance  to  accept  assignment 
for  cill  Medicare  bills)  vary  in  direct  proportion  to  payments.  For 
exanple,  Mitchell,  Rosenbach,  and  Crcrawell  (1988)  found  that  a  10  percent 
increase  in  Medicare  payments  increased  average  participaticai  rates  by 
9.5  percent.    The  possible  effect  of  changes  in  payment  amounts  on  the 
assignment  rates  is  not  incorporated  into  the  beneficiary  liability 
simulations. 

8.  Actual  Alleged  Charges.    Seme  d^sate  surrounds  v^iether  Medicare  cdlowed 
charge  should  be  the  full  amount  determined  frcm  a  RVS-bcised  fee  schedule 
or  should  be  limited  to  the  physician's  actual  charge  or  the  physician's 
customary  charge.    The  former  optica  would  increase  program  outlays  v^le 
the  latter  would  be  scmevdiat  more  ccnplex  to  administer.    Ihe  simulations 
in  this  chapter  assume  that  the  Medicare  allowed  charge  would  be  the  fee 
schedule  amount  for  cdl  services.    Ihis  cissunpticn  is  fcu:  sinpler  to 
simulate  because  it  does  not  require  estimates  of  hew  fast  physicians 
would  raise  their  charges  to  the  fee  schedule  amounts;  the  assunpticn  does 
not  r^resent  a  policy  choice. 

SBfJIATION  PROCEDURES 

Ihis  report  simulates  inpact  by  ccnparing  the  payments  frcm  Medicare's 
current  CFR  system  with  the  payments  determined  by  the  RVS-based  payment 
system. 

Fhase-In.    All  simulations  describe  a  fully-inplemented  ^rstem;  there  cure 
no  simulations  of  a  phase-in. 
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Data.  Die  data  files  used  are  the  1987  Fart  B  Medicare  Annual  Data 
(EMAD) .    The  EMAD  system  has  four  major  caapcnsnts:  a  prooedure  file 
containing  aggregated  data  on  each  procedure  for  each  sqpecialty  and 
locally,  vAiich  allows  aggregated  analyses;  a  provider  file,  oorTt2dning 
all  bills  for  a  5  perooit  randan  sanple  of  providers,  vAiich  edlows 
analysis  of  the  inpact  of  a  change  on  total  revenues  for  providers^;  a 
beneficiary  file  that  contains  all  bills  for  a  5  percent  randcm  sample  of 
beneficiaries,  v^ch  allows  estimation  of  changes  in  beneficiary 
liability;  and  a  prevailing  charge  file.    All  allowed  charges  were  updated 
to  1988  by  the  use  of  the  Medicare  Eocncmic  Index  (MEL)  and  of  the  allowed 
charge  reductions  for  overpriced  procedures,  v*iich  were  made  on  the  basis 
of  the  1988  prevailing  charge  file.    Ihe  frequencies,  however,  are  those 
for  1987. 

The  procedure  file  contains  suinnaries  prepared  by  the  individual 
carriers.    In  1986,  several  carriers  made  errors  or  used  inconsistent 
methods  in  prepeiring  the  suinnaries.    Errors  of  v^ch  HCFA  was  aware  were 
corrected  in  the  1987  file,  but  other  errors  may  reraain,  producing  unkncwn 
bias.    Because  the  procedure  file  contains  data  an  all  payments,  there  is 
no  sanpling  error  even  when  (as  occurs  in  Table  4.6)  cillowed  charges  of 
only  a  few  thousand  dollars  are  r^»rted  for  an  observaticxi.    Nor  is 
sampling  error  expected  to  be  Icirge  in  simulations  fran  the  beneficiary 
file,  v*iich  are  ccaiducted  caiLy  at  the  national  level  with  data  for  almost 

mi  1  licai  beneficieiries.    Sampling  error  can  be  a  problem,  hcwever,  with 
State-level  ansilyses  frcm  the  provider  file  and  is  discussed  vAien  these 
simulations  az^  presented. 

Work  Estimates.    HCFA's  simulations  of  the  multiplicative  and  additive 
models  use  the  fined.  Harvard  work  estimates  of  Deoeanber  1988.^ 

Unsurveved  Soecicilties  and  Oodes.    The  RBRVS  study  included  18  of  the  40 
^jecialties  that  HCEA  identifies,  and  the  stuc^  created  relative  values 
for  procedures  that  account  for  67  percent  of  Medicare  payments  for 
physician  services.    For  simulation  purposes,  payments  for  the  unsurveyed 
specialties  and  services  could  be  estimated  by  extrapolating  values  for 
the  miissing  services  based  upon  current  payments.    Such  extrapolation 
poses,  however,  substantial  risk  of  bias  and  randcm  error;  for  this 


^technically,  the  provider  file  counts  neither  the  number  of 
physicians  nor  the  number  of  physician  practices  since  there  is  variaticai 
among  carriers  as  to  v*iat  is  measured  by  the  provider  identificaticxTs. 
Ihus,  it  is  possible  that  a  physician  miay  be  a  part  of  a  number  of 
provider  organizations  and  a  provider  numiber  may,  ccawersely,  include  more 
than  one  physician. 

^Ihe  final  Harvard  work  and  PBRVS  values  are  available  on  data  tape 
throQ^  the  National  Technical  Informaticxi  Service.    Ihe  accession  number 
is  PB-89164404. 
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reason,  the  HCFA  sinulation  models  exclude  i^)eci2dties  and  codes  that 
Harvard  neither  surveyed  nor  extrapolated.    Consequently,  for  the  purpose 
of  sinulation,  the  total  Medicare  Part  B  outlays  are  the  sum  of  the 
outlays  for  cill  procedures  and  specieLLties  covered  in  the  study. 

Certain  surveyed  specialties  have  been  emitted  fron  sane  or  all  of  the 
tables;  other  should  be  used  with  cauticai: 

o      Allergy  is  emitted  because  of  wide^read  inconsistencies  in 
carrier  r^»rts  of  volume  of  services. 

o      Pediatrics  is  emitted  frcm  the  tables  because  the  volume  of 

services  is  very  low  and  r^resents  ein  insignificcint  part  of  most 
pediatric  practices. 

o      Psychiatry  is  emitted  frem  the  tables  because  surveyed  codes 
r^resent  less  than  a  third  of  Medicare  payments  to 
psychiatrists.  (Ihis  specialty  is  being  resurveyed.) 

o      Radiology  is  included,  but  simulation  results  should  be 

interpreted  with  caution  because  of  the  techniccil  problems  in  the 
Harvard  study  that  are  described  in  Chapter  3. 

Visit  Codes.  The  Harvard  stu^  proposed  adding  the  length  of  the  encounter 
to  the  definitions  of  HCEA  CeraDxai  Procedure  Coding  System  (HCPCS)  visit 
and  consult  codes.    Thus,  an  office  visit  for  medical  services  for  a  new 
patient  would  be  defined  as  brief  if  its  scheduled  time  was  10  minutes. 
Unfortunately,  Medicare  data  do  not  have  informaticai  about  length  of 
visits  because  the  current  ccxiing  system  is  not  based  on  visit  length. 
The  simulation  assumes  that  the  frequencies  for  visits  coded  under  the  new 
definitions  will  be  the  same  eis  the  frequencies  coded  under  current  CPr-4 
definitions;  there  is  no  evidence  to  si^port  this  assunption,  and  the 
resulting  bicises  are  unknown. 

GlcAaal  Fees.    The  PBRVS  methodology  defines  the  work  of  a  surgical  service 
as  including  only  those  post-operative  visits  occurring  before  hospital 
discharge.    This  definition  is  inconsistent  with  the  definitions  now  used 
by  Medicare,  v*iich  generally  include  pcjst-operative  visits  until  a  certciin 
period  after  operation,  with  the  period  varying  from  ccurrier  to  carrier 
and  frctn  procedure  to  procedure.    This  difference  results  in  greater 
simulated  transfers  of  payments  from  surgeons  to  other  physicians  than 
would  probably  occxoc  in  actxxal  inplesoentation  of  an  RBRVS.    The  magnitude 
of  this  bias  is  unknown. 


'HCFA's  Bureau  of  Quality  Control  (BQC)  has  been  studying  global  fee 
packages  for  several  inportant  procedures.    Physician  consultant  defined 
and  staff  recemmended  packages  were  cenpleted  for  four  main  surgeries: 
transurethral  prostatectcray,  hip  r^lac^eanaent,  hernia  repair,  and  pacsmaker 
iitplantation.    BQC  has  also  develc^ped  extensive  charge  data  deading  with 
cataracts  and  CABGs. 
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Anesthesia.  For  reasons  described  in  Chapter  3,  these  servrioes  were 
ooitted  frcm  the  sinulation.    Althcu^  this  ^^eciaLLty  is  not  included  in 
the  similations  that  shew  iiT()acts  Gn  providers  cind  beneficiaries,  a 
methodology  was  devised  by  HCEA  to  determine  payment  amounts  for  a  limited 
number  of  anesthesia  codes  under  the  HCFA  additive  model  (see  Appendix  E) . 

General  Practitioners.  Althcu^  general  practitioners  were  not  surveyed, 
they  have  been  grouped  with  family  practitioners  for  oertcdn  similations. 

Assistants  at  Surgery.  The  Harvard  team  did  not  attenpt  to  estimate  RBRVS 
values  for  assistants  at  surgery.    This  type  of  service  was  therefore 
canitted  frcm  the  simulation. 

Other  Modifiers.    To  the  extent  that  HCPCS  codes  with  modifiers  were 
included  in  the  surveyed  or  extr^jolated  values,  they  were  included  in  the 
sinLilaticai.    Other  codes  with  modifiers  were  omitted  frcm  the  sinulaticvi. 

SIMUIATICN  RESUUES 

Table  4.1  shews  the  percentage  change  in  Medicare  physician  payment  by 
specicilty  for  various  RVS-based  payment  models;  eill  ccraparisons  are  with 
CFR  payments  under  current  rules.    Ihe  RVS-based  payment  simulation  models 
shown  in  this  table  include  the  following: 

1)  The  Harvard  RBRVS  as  sinulated  by  the  Harvard  team  in  September 
1988  (see  Hsiao  et  al, ,  New  England  Joury^]  t^f  ffaHicine.  September 
1988) .    Ihis  model  is  based  on  data  frcm  the  1986  EMAD  procedure  file 
with  no  adjustment  for  MEI  changes  or  reductions  for  overpriced 
procedures.    It  uses  the  early  Hsurvard  estimates  of  work  for 
evaluaticai  and  management  services. 

2)  The  multiplicative  model  as  sinulated  by  the  AMA  in  Noveaxber  1988 
(see  AMA  Center  for  Health  Policy  Research,  1988) .    This  model  is  also 
based  cai  data  from  the  1986  EMAD  procedure  file  with  no  adjustment  for 
practice  costs  and  uses  the  early  estimates  of  work  for  evciluation  and 
management  services.    This  model  uses  values  extr^»lated  by  AMA  for 
those  ^)ecialties  and  services  that  were  not  included  in  the  Harvard 
stucty. 

3)  The  molt^licative  model  as  sinulated  by  HCFA  using  the  1986  EMAD 
procedure  file.    To  enhance  ccnparability  with  Harvard  and  AMA 
sinulations,  payments  under  CFR  have  not  been  adjusted  to  reflect 
recent  regulatory  and  legislative  changes  since  1986.    Such  changes 
are  included  in  all  other  HCFA  sinulations.    Ihis  sinulation  differs 
frcm  Harvard's  and  AMA's  in  using  the  December  1988  work  values  and 
from  AMA's  in  using  only  those  codes  assigned  values  by  Harvard. 
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4)  Uie  miltiplicative  model  as  simulated  by  HCEA  using  1988  Medicare 
allcxt^  ciiarges  estimated  frcm  the  1987  EMAD  procedure  file. 


5)  Model  (4)  adjusted  by  the  GPd  (Professional)  index. 

6)  Model  (4)  with  adjustment  for  a  projected  increase  in  volume  by 
physicians  vdiose  Mediccure  revenues  decrease.    Ihe  sinulation  aLssumes 
that  the  increase  in  volume  would  offset  50  percent  of  the  decrease  in 
revenues. 

7)  The  nultiplicative  model  as  sinulated  under  the  eissuDDpticn  of 
budget  neutrcility  in  each  locality. 

8)  The  PERC  additive  model.    This  model  is  additive  in  that  payments 
for  work  and  overhead  costs  are  separated.    Opportunity  costs  are  not 
included  in  the  ^jecification.    It  is  similar^  but  not  identiczd  to 
the  HCEA  additive  fonnulatiOTi  that  was  described  earlier. 

9)  The  HCEA  additive  model  simulated  with  no  GPd  adjustment. 

10)  The  HCFA  additive  model  simulated  with  the  GPCI  applied  cxily  to 
overhead. 

11)  The  HCFA  additive  model  sinulated  with  the  GPCI  e^plied  to  both 
overhead  and  wei^ted  physician  work  ccnpcnents. 

12)  A  charge-based  RVS  with  a  GPd  and  no  payment  differentieds  across 
specicdties.    In  ccaitrast  to  the  other  simulations  presented  in  this 
table,  this  siinulation  was  performed  using  the  1986  provider  file  and 
was  bcised  on  476  hi^  volume,  hi^  total  dollar  codes.  ° 

Effects  on  Specialties.    All  simulations  of  the  multiplicative  models 
yield  fairly  similar  results.    Specialties  such  as  family  practice  and 
internal  medicine  have  substantial  increases  in  Medicare  payments  vftiile 
specialities  such  as  cphthadmology,  radiology,  and  thoracic  surgery  have 
substantial  decreases  in  payments,    ^^proximately  half  of  the  ^^ecicLLties 
would  gain  or  lose  less  than  10  percent  of  Mediccure  payments.  Only 
otolaryngology  and  dermatology  results  are  incoisistent  across 
simulations;  the  HCFA  simulations  shew  otolaryngology  to  be  a  relatively 
large  net  gainer,  and  dermatology  to  usually  be  a  small  gainer.    Vftiile  the 
Harvard  and        simulations  show  both  to  be  losing  revenues,  all  HCFA 
simulaticxis  are  consistent  with  the  FPRC  and  chargeHsased  simulations. 
Sli^t  differences  are  not  surprising  given  different  values  for  visit 
codes  and  data  cissunptions. 


%his  siraulaticMi  was  Ccunried  cut  by  OiER  under  cooperative  agreeanaent 
17-C-98999/1-03. 
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In  ocnparing  the  five  HCTA  simalatians  of  the  nultiplicative  model,  it 
is  clear  that  updating  the  CFR  payment  data  to  1988,  iaposing  a  GPCI,  and 
ixsing  localitY-^»cific  cxawersicn  factors  have  little  effect  cai  the 
redistributicEi  of  Medicare  payments  across  ^jecicdties.    Althou^  we  shall 
shc^  later  that  sane  of  these  options  have  laocge  effects  on 
redistributions  across  geogr^iiic  areas,  these  effects  leirgely  average  out 
at  the  specialty  level  because  ^Decialists  are  located  in  many  geographic 
areas.    The  exception  is  family  practice,  v*iich  is  so  concentrated  in 
rural  eureas  that  the  effects  on  individual  physicians  do  not  average  out. 

The  HCFA  simulation  of  the  multiplicative  model  that  incorporates 
behavioral  re^xmse  shows  smaller  redistributions  than  any  other 
nultiplicative  model.    This  occurs  because  losing  ^>ecialties  are  assumed 
to  recoup  half  of  their  losses  throu^  increased  volume;  this  increased 
volume  requires  a  decreased  cc^ersion  factor  to  maintain  budget 
naitrality,  vAiich  reduces  payments  per  service  to  all  physicians  and 
decreases  the  net  increased  payments  to  winning  fypcialties.    In  effect, 
such  a  behavioral  re^xaise  would  transfer  payments  back  from  winners  to 
losers.    Ihe  smaller  redistribution  does  not  inply,  however,  that  aLLlcwed 
c±iarges  have  changed  by  a  smaller  amount  than  in  the  sinulatiai  with  no 
behavioral  re^xsnse. 

All  the  additive  model  simulations  show  that  s^)arating  payments  for 
overhead  costs  fron  payments  for  work  would  substantially  reduce  the 
redistributiois  of  payments  across  ^lecialties.    Ihis  occurs  because 
additive  models  effectively  eso^lude  the  payments  that  go  for  overhead 
costs  frcm  the  redistributive  process  among  specicilities.  Nevertheless, 
the  winning  and  losing  specialties  remain  the  same,  and  the  relative 
magnitudes  of  their  losses  and  gains  reanain  almost  unchanged. 

Ihe  final  sinulation  presented  in  Table  4.1  is  a  charge-^aased  RVS. 
Since  payments  are  based,  to  a  large  esctait,  on  the  payments  under  CFR, 
the  redistributions  cure  generally  nuch  smaller  than  those  that  would  be 
found  under  any  of  the  nultiplicative  or  additive  models.  Only 
dermatology  and  family  practice  would  show  substantial  gains  under  this 
simulation ;  no  ^)ecicLlty  would  lose  more  than  4  percent. 

Alternative  behavioral  assunptioTS.    Table  4.2  shows  the  percent  change  in 
Medicare  payments  ty  specialty  under  various  b^iavioral  re^)onses  assuming 
budget  neutrality  for  the  nultiplicative  model  with  no  GPCI  adjustment. 
It  is  the  position  of  the  Department  that  the  50  percent  behavioral 
response  is  most  liJoely.    This  table  is  a  generalization  of  the  HCFA 
simulation  of  the  nultiplicative  model  that  showed  that  redistributions 
among  ^)ecialties  would  decrease  if  physicians  re^xxided  to  payment 
decreases  by  increasing  the  volume  or  intensity  of  services.    Ihis  table 
shcv/s  that  as  the  behavioral  respcDse  increases,  the  redistributions 
decrease  dramatically. 
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Effects  an  States  and  Localities.    Table  4.3  illustrates  the  effect  of 
various  models  on  Medicare  payments  by  State,  ocnpared  to  payments  under 
CFR.    Hiis  table  includes  the  multiplicative  model,  with  and  without  a 
GPd,  and  the  three  HCEA  additive  models.    large  redistributions  occur 
under  the  moltiplicative  model  with  no  GPd,  ranging  frcm  a  41  percent 
increase  in  payments  to  Mississippi  physicians  to  a  27  percent  decrease  in 
Alaska.    If  payment  levels  are  adjusted  for  practice  costs  using  the  GEd 
based  on  earnings  of  other  professionals,  the  decrease  in  Alaska  is 
reduced  to  3  percent  and  the  increase  in  Mississippi  is  reduced  to  19 
percent.    Ihe  amount  of  redistribution  is  generally  sanaller  v*ien  this  GPCI 
is  used  with  the  Ttiiltiplicative  model,  but  it  is  larger  in  a  few  States. 
As  the  results  show,  v^ther  a  State  gcdns  or  loses  with  the  introductic^ 
of  a  gPCI  is  not  neoesscirily  determined  by  vdiether  it  is  uzban  or 
rural^ .    Cjcnpeured  to  payments  at  a  single  nationeil  rate  (no  GEd) ,  rured 
States  generedly  do  worse  with  a  GPd  and  lorban  States  genersQly  do 
better,  althoo^  neither  is  universedly  true.     Ocnpared  to  CFR,  however, 
a  payment  system  with  a  GPd  disadvantages  sane  rural  areas  and  advantages 
seme  urban  areas.    The  effect  is  related  to  vAiether  the  area's  a^roved 
charges  are  hi<^Ter  than  the  result  of  applying  a  GPd  to  natioial  ^^proved 
charges. 

The  HCFA  additive  models  yield  geogr^iiic  inpacts  similau:  to  the 
ccB^iparable  imiltiplicative  models.    lAider  the  HCFA  additive  model  with  no 
GPd,  the  State  with  the  largest  gain  is  again  Mississippi  (38  percent) , 
and  Alciska  is  still  the  biggest  loser  (-28  percent) .    When  the  GPd  is 
added  to  both  ccnponents  of  the  HCFA  additive  model,  redistributions  are 
almost  identiccd  to  those  found  in  the  multiplicative  model  with  a  GPd. 
Again,  these  changes  can  be  substantial.    When  a  GPd  is  inoposed  on  only 
the  overhead  ccmponent  in  the  HCFA  additive  model,  the  magnitude  of  change 
is  generally  rtxi^ily  halfway  between  the  model  with  no  GPd  and  the  model 
with  the  GPd  inposed  cai  on  both  ccnpcaients.    Again,  there  are  exc^3ti(^is 
to  this  pattern. 

Because  additive  and  nultiplicative  models  have  such  different  effects 
on  redistribution  of  payments  among  ^)eci2dties,  the  similaurity  of  their 
redistributive  effects  on  States  and  localities,  with  or  without  a  GPd, 
may  be  surprising.    Die  explanation  is  that  an  RBRVS  causes 
redistributions  both  because  it  changes  relative  values  of  procedures  and 
because  it  replaces  CER's  geogrc^iiic  variation  in  average  payment  levels 
with  a  uniformly  determined  system.    The  change  in  relative  values  of 
procedures  accounts  for  most  of  the  redistribution  among  specialties  and 
the  change  in  geogre^jhic  variaticMi  accounts  for  most  of  the  redistribution 
among  States  and  localities.    The  additive  model  sharply  reduces 
reallocatiois  among  specialties,  but  the  additive  and  multiplicative 


Q  ... 

"^For  the  purposes  of  this  discussion,  a  State  is  more  urban  if  more 
of  its  population  resides  in  Metropolitan  Statistical  Areas. 
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models  have  similar  effects  on  geogr^iiic  variation  because  most  of  the 
redistribution  seen  imder  either  system  is  the  result  of  rediicing  the 
variation  that  oocurs  under  CER.    Consequently,  at  a  geographic  level,  the 
multiplicative  and  additive  models  resaooble  each  other  more  than  they 
resemble  the  current  CFR  payment  system.    The  modest  difference  in 
geographic  iirpact  of  the  tvro  systems  is  largely  attributable  to  different 
geogre^iiic  distribution  of  different  ^)ecialties. 

Table  4.4  shews  the  percent  change  in  Medicare  payments  by  loccility 
for  variations  of  the  multiplicative  model  and  shows  that  the 
redistributions  can  be  large  and  vary  greatly  by  localities.    Using  a  GPd 
almost  always  decreases  the  magnitude  of  the  loss  for  the  locedities  with 
the  largest  percent  loss  in  Medicare  payments  and  generally  reduces  the 
gain  for  most  of  the  biggest  gainers.    Table  4.4  shows  that  urban 
locedities  often  have  large  losses  if  the  GPd  is  not  used,  edthou^  this 
is  not  always  the  case.    For  exanple,  Detroit  and  Chicago  experience  no 
change  in  Medicare  payments  without  a  GPd,  but  gain  vAien  a  GPd  is 
enployed.    The  genercd  pattern  of  urban  losses  reflects  both  hi^ier 
practice  costs  in  urbein  areas  and  a  greater  ccaioentration  of  specieLLties 
such  as  ophthalmology  and  radiology,  that  tend  to  have  large  losses.  Ihe 
GPd  often  moderates  these  losses.    For  seme  localities,  such  as  the 
New  York  City  suburbs,  the  GPd  changes  the  losses  into  gains. 

Table  4.4  cilso  shows  that  the  redistributive  effects  can  be  sensitive 
to  the  way  in  v*iicii  cost  of  the  physician's  time  is  treated.    For  exanple, 
vAien  professional  income  (see  i^^pendix  B)  is  used  as  a  proxy  for  the  cost 
of  pt:^ician's  own  time  (professioncil  GPd) ,  Manhattan,  New  York,  loses 
25  percent  of  its  Medicare  payments  emd  loses  almost  32  percent  with  a 
GPd  that  cissumes  no  adjustment  for  variation  in  the  physician's  own  time 
(no  variation  GPd) .    The  table  shows  that  redistributions  are  especially 
sensitive  to  choice  of  GPd  in  seme  other  localities;  for  exainple, 
redistributions  vary  frcxa  -3  percent  to  20  percent  in  Alaska.  Althou^ 
such  a  result  is  not  presented,  an  additive  model  would  be  similarly 
sensitive  to  choice  of  GPCL. 

The  last  column  of  the  table  shows  the  redistributions  vAien  there  are 

^jecialty-specific  conversion  factors,  an  approach  that  protects 

specicilties  frcm  losing  or  gaining.    localities  would  experience 

redistributions  edmost  as  large  under  this  e^roach  as  under  payment 

methods  in  v^ch  s^iecialties  were  not  protected;  this  finding  underlines 

the  relatively  small  role  of  redistribution  among  specialties  in 

redistributing  payments  among  loccdities. 

* 

Impact  of  different  taractice  cost  adjustments  bv  locality.  Table  4.5  shews 
percent  change  in  Medicare  payments  by  locality  for  the  three  variaticais 
of  the  HCFA  additive  model  vAien  conpared  to  the  current  payments.  Under 
the  HCFA  additive  model  with  no  GPd,  Manhattan  loses  the  most, 
-39  percent,  vAiile  rural  N^raska  would  gedn  67  percent.    Agcdn,  the 
redistributions  that  would  result  from  the  HCFA  additive  model  with  no 
GPd  are  quite  similar  to  the  redistributions  that  would  result  from  the 
HCFA  siioLilation  of  the  multiplicative  model  with  no  GPd.    liiposing  a  GPd 
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CXI  overhead  cx3Sts  in  the  HCFA  additive  model  tends  to  slightly  reduce  the 
redistributions.    For  escanple,  for  Las  Vegas,  the  size  of  the  decrease 
shrinks  fron  24  percent  to  21  percent;  for  Mcinhattan,  it  decreases  from 
39  percent  to  29  percent.    For  seme  loceLLities,  sucii  as  Cleveland, 
however,  the  size  of  negative  redistribution  increases  frcm  7  to  9 
percent.    For  winners,  as  well,  imposing  a  GPd  on  practice  costs  cculd 
have  positive  or  negative  effects,  althou^  nuch  more  frequently  it  had  a 
negative  effect.    For  exanple,  v*iereas  El  Paso  had  a  positive 
redistribution  (2  percent)  without  a  GPCI,  it  had  a  negative 
redistribution  with  a  GPd  cn  overhead  (-6  percent) .    Ccawersely,  Rockford 
had  a  larger  positive  redistribution  with  a  GPCI  on  overhead  (6  percent 
versus  9  percent) . 

inlying  a  GPd  to  both  ccrapcnents  of  the  HCFA  additive  model  yields 
results  that  cure  quite  similcur  to  the  sinulaticn  of  the  moltiplicative 
model.    Again,  the  results  that  are  obtcdned  for  this  additive  model 
usually  show  less  of  a  redistributive  effect  relative  to  the  current 
payment  system  than  the  model  that  ^jplies  the  GPd  CTily  to  the  overhead 
ccmpcnent  of  the  additive  model;  as  already  noted,  these  results  are 
sensitive  to  the  choice  of  GPd. 

State  variation  in  irrpacts  on  soeciedties.    Table  4.6  shews  the  inpact  an 
specialties  by  State  with  three  geogrs^iiic  adjustments  allied  to  the 
additive  model:  no  GPd  (natiCTal  rates) ,  GPd  en  the  overhead  ccnpOTient, 
and  GPd  on  both  cenpcnents.    Ihe  results  clearly  show  that  there  would  be 
great  variation  in  gains  or  losses  of  a  ^)ecicilty  d^sending  upon  State. 
For  exanple,  internists  gain  27  percent  in  Alabama  under  the  no  GPd  model 
but  gcdn  only  3  percent  in  New  York. 

VctriaticHTs  in  inpact  within  specizLLties.    Table  4.7  shows,  for  various 
models  and  for  each  specialty,  (1)  the  percent  of  Medicare  allowed  charges 
distributed  to  providers  with  different  ehanges  in  Medicare  allowed 
charges,  and  (2)  the  percent  of  providers  with  different  changes  in 
Medicare  payments. 

Tables  4.72a  and  4.7a2  shew  the  effects  under  a  payment  system  based 
an  the  nultiplicative  model  with  a  GPd  adjustment.    Consistent  with 
earlier  tables,  family  practice  (76  percent)  and  intemeil  medicine 
(45  percent)  have  the  largest  proportion  of  their  edlowed  charges 
distributed  to  providers  that  have  the  largest  gciin  in  allowed  charges. 
Very  few  allowed  charges  vrould  go  to  providers  vd»  lose  more  than  10 
percent.    Conversely,  ophthalmology  (74  percent) ,  radiology  (70  percent) , 
and  thoracic  surgery  (88  percent)  would  have  the  overv*ielming  majority  of 
allcK«^  charges  pedd  to  providers  that  lose  more  than  30  percent  of 
Medicare  edlowed  charges. 

T^le  4.7ei2  shows  the  distribution  of  winning  and  losing  providers 
within  each  specialty  under  the  nultiplicative  model  with  a  GPd 
adjustment  and  illustrates  that  different  providers  in  the  same  ^jecicilty 
would  esqierienoe  very  different  changes  of  allowed  charges.  Consistent 
with  earlier  tables,  family  practice  (75  percent)  and  internal  medicine 
(45  percent)  have  the  largest  proportion  of  providers  that  gain  over 
30  percent  in  Medicare  revenues.    However,  a  significant  number  of 
providers  in  each  ^jecialty  would  lose  Medicare  revenue,  and  seme  would 
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lose  significantly.    By  definition,  the  providers  that  would  lose  must  be 
either  hi^ily  dependent  on  techniccil  procedures  or  oust  be  located  in 
eureas  with  current  Medicare  payments  substantially  above  v^t  would  be 
determined  using  a  GPd.    Conversely,  radiology  (58  percent) ,  thoracic 
surgery  (88  percent) ,  and  ophthalmology  (67  percent)  have  the  largest 
proportion  of  providers  that  lose  over  30  percent,  and  very  few  providers 
in  any  of  these  ^jecialties  gain  revenue.    The  results  in  Tables  4.7al  and 
4.7a2  are  simileir  but  not  identiccLL.    If  eill  providers  had  the  same  volume 
of  allowed  charges  under  the  current  system,  the  results  would  be 
identical.       Table  4.7  also  illustrates  that  individual  providers  may 
es^jerienoe  large  gains  or  losses  even  thou^  the  ^jecialty,  as  a  vArale, 
may  have  little  change  in  Medicare  revenue.    For  exairple.  Table  4.1  shows 
that  urology  would  experience  almost  no  change  under  the  multiplicative 
model  with  a  GPCI.    Nevertheless,  Table  4.7al  shows  that  29  percent  of 
edlowed  chcurges  would  go  to  providers  that  lose  10  to  30  percent  and 
Table  4.7a2  shows  that  27  percent  of  urology  providers  would  lose  10  to 
30  percent  of  Medicare  revenue.    This  occurs  both  because  urology  cillowed 
charges  are  distributed  among  providers  and  because  providers  themselves 
cure  distributed  among  localities  that  would  gcdn  or  lose  and  because 
providers  have  differait  mixps  of  gEdning  and  losing  procedures. 

Tables  4.7a-d  show  the  heterogeneous  effects  within  specisdties  of  a 
number  of  payment  models.    Generally,  c^lying  a  GPd  reduces  both  the 
amount  of  cdlowed  charges  that  go  to  providers  that  have  the  largest 
change,  and  the  number  of  providers  with  both  large  gains  and  losses  — 
that  is,  a  GPd  reduces  extregone  effects.    Applying  a  GPd  to  both  overhead 
cmd  the  physician's  wei^ted  work  ocnpGnents  of  the  additive  model  reduces 
extreme  effects  more  than  applying  a  GPd  to  overhead  cLLone. 

OTonparing  Tables  4.7a  and  4.7d  also  shows  that,  for  almnst  eill 
^)ecialties,  the  HCFA  additive  models  would  produce  less  redistribution 
among  providers  as  well  as  among  ^lecialties  ccnpared  to  the 
multiplicative  model,  with  fewer  providers  gaining  or  losing  more  than 
30  percent  of  Medicare  revenues  and  fewer  Medicare  allowed  charges  going 
to  providers  that  gsdn  or  lose  leunge  amounts. 

Table  4.7el  presents  the  sane  results  for  the  chargeHsased  RVS  with  a 
GPd  and  no  ^^ecialty  differentials.    The  results  of  this  table  are 
consistent  with  Table  4.1,  v^ch  shows  that  a  charge-based  payment  system 
would  produce  nuch  smaller  redistributions  across  specialties  than  either 
the  multiplicative  or  the  HCFA  additive  models.    This  is  so  because  a 
chargeHsased  RVS  systan  would  result  in  payments  based  on  submitted 
charges,  v^ch  differ  *only  modestly  from  CER  payments.    Not  surprisingly, 
at  least  25  percent  of  allowed  charges  in  each  ^)ecialty  would  go  to 
providers  vAio  experience  changes  in  allowed  charges  of  less  than 
10  percent. 

Variations  in  impact  on  providers  by  State.    Table  4.8  illustrates  the 
percent  of  allowed  charges  that  are  distributed  to  providers  that  gciin  or 
lose  various  peroents  by  State  for  various  payment  models.    It  also 
illustrates  the  percentage  of  providers  with  different  changes  in  Medicare 
allowed  charges  for  these  models.    This  table  can  be  considered  to  be  a 
refinement  of  Table  4.3.    Unfortunately,  the  table  is  of  limited  validity 
for  States  with  a  smaller  nunfcer  of  physicians.    The  EMAD  provider  file. 
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frcm  which  the  data  for  this  table  are  taken,  is  a  5  percent  file,  vtiich 
cxrttadns  data  on  about  12,500  providers;  v*iile  this  is  an  average  of  abcut 
250  providers  per  State,  the  nuinbers  are  quite  small  for  sane  States. 
StoclLI  sanple  sizes  can  adversely  affect  the  precision  of  the  estimates. 
For  exanple,  in  Iowa,  vAiere  there  cire  102  providers  in  the  sairple,  the 
simulation  indicates  that  59  percent  of  the  providers  wcxild  gain  by  more 
than  30  percent.    We  can  hatve  a  ccxifidenoe  level  of  95  percent  that 
between  50  percent  cind  68  percent  edl  providers  in  Icwa  wculd  have  that 
amount  of  gain.    If  there  were  400  providers  in  the  Icwa  sanple,  the 
confidencse  interval  would  be  54  percent  to  65  percent.  Ocaifidence 
intervals  will  be  similar  in  other  States  with  similar  sample  size. 

For  simulations  of  distributions  of  Medicare  allowed  charges  rather 
than  the  number  of  providers,  the  confidence  intervcds  would  be  wider  and 
may  veor/  widely  among  States  with  simileu:  sample  size. 

Tg±>les  4. Sal  and  4.8a2  show  the  distribution  of  increased  and 
decreased  Medicare  revenue,  ty  State,  using  the  multiplicative  model  with 
a  GPCI.    This  table  shows  that  althoo^  the  percent  change  in  payments  may 
be  small  in  a  State,  individual  providers  may  e^^^erience  substantial 
changes.    Vlhether  a  provider  gcdns  or  loses  is  related  to  its  ^leciality 
and  practice  pattern  and  often  to  its  geogrc^iiic  locality  within  the 
State.    Thus,  among  the  large  States,  such  as  California,  New  York, 
Pennsylvania,  and  Texas,  there  is  a  wide  variaticai  in  percent 
redistribution  of  edlcwed  chEunges  among  providers.    Ihis  is  not  an 
une3q)ected  result.    Since  this  table  includes  all  ^secieilties,  and  there 
is  wide  variation  among  ^)ecicd.ties,  wide  variation  both  within  and  among 
States  should  not  be  surprising. 

Table  4.8bl  and  Table  4.8b2  illustrate  the  effect  under  the  HCFA 
additive  model  with  no  GPd.    Again,  they  show  that  the  amount  of  edlowed 
charges  going  to  winning  or  losing  providers  and  the  percent  of  providers 
eaqjeriencing  different  percent  changes  in  payments  does  not  necesscirily 
mirror  the  net  gsdn  or  loss  within  the  State.    For  exairple,  Texas  showed 
eOmost  no  change  in  percent  payments,  and  Uesa  York,  shewed  a  decrease  of 
over  13  percent,  they  had  €^3proximately  the  same  number  of  providers  that 
showed  only  a  very  sanall  change  or  no  change  in  payments.    Tables  4.8c  and 
4.8d  show,  re^)ectively,  the  simulated  effects  of  the  HCFA  additive  model 
with  a  GPd  on  practice  costs  and  with  a  GPd  on  both  ccnpments.  Ihese 
results  can  be  conpared  to  Table  4.8a,  vAiich  eLLso  has  a  GPd  called  to 
it;  Tables  4.8c  and  4.8d  are  rcu^y  similar  to  one  another  but  quite 
different  frcm  Table  4.8a,  suggesting  that  the  variation  in  iinpact  on 
providers  in  a  State  is  the  result  more  of  differences  among  ^)ecialties 
than  among  locedities.    Ihe  difference  between  the  multiplicative  and 
additive  models  is  primarily  a  difference  in  impact  on  ^^eciedties,  vdiile 
the  difference  betwe^  the  additive  model  with  a  GPd  on  both  conponents 
cind  the  additive  model  with  a  GPd  on  cnly  the  overhead  oonpc»ient  is 
primarily  a  difference  in  inpact  on  geogre^tiic  areas.    Therefore,  the 
similarity  between  Tables  4.8c  and  d  and  the  difference  frcm  Table  4.8a 
suggests  that  the  variability  of  inpact  within  States  primarily  reflects 
interspecialty  differences. 
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9.  Tirparrh  rr\  beneficj^iY  U^ni''T     Table  4.9  shows  the  inpact  of  various 
HCEA  additive  morV?ls  on  beneficiary  out-of-pocket  liability.    The  table 
presents  six  sinulaticns  representing  ocnbinations  of  three  payment  models 
(additive,  no  GPCI;  additive,  GPCI  on  overhead;  additive,  GPCI  on  both 
ccnponents)  and  two  possible  niLes  regarding  balance  billing  by  physicians 
(either  current  bcdanoe  billing  practices  are  maintained  or  balance 
billing  is  limited  to  120  percent  of  the  allowable  charge) .    In  these 
simulations  no  adjustment  in  the  TiwyiTTiTm  actual  allowable  charge  (MAAC) 
has  been  presumed.    These  sinulaticns  assump  that  the  volume  of  services 
does  not  change  and  that  physicians  do  not  change  their  practices 
regarding  acceptance  of  assignment.    The  two  rows  of  each  table  show  the 
percent  of  beneficiaries  v*io  fall  into  each  dollar  category  for  liability 
amount. 

Table  4.9A1  shows  the  effect  of  the  IKEA  additive  model  with  no  GPCI 
under  current  bedance  billing  practices.    lAider  this  model  the  percent  of 
beneficiaries  with  no  coinsurance  liability  decreases  frcn  22  to  18  v^iile 
the  percentage  with  coinsurance  between  $1  and  $250  rises  sli^tly.  The 
percentage  with  coinsurance  licODility  more  than  $1,000  does  not  change. 
The  percent  of  beneficieuries  with  low  toted  liability  does  not  change  and 
the  percent  with  hi^  liability  rises  sli^tly.    The  change  is  only 

1  percent2tge  point,  but  each  percentage  point  represents  approximately 
250,000  beneficiaries. 

Table  4.9A2  shows  the  effect  of  the  HCFA  additive  model  with  no  GPCI 
and  with  a  120  percent  limit  on  bcdctnce  billing.    Coinsurance  liability  is 
the  same  as  in  Table  4.9A1,  but  balance  billing  liability  decreases, 
substantiadly  increasing  the  percent  of  benef  iciauries  with  smaller 
coinsurance  and  total  out-of-pocket  liabilil^.    For  example,  the  percent 
of  beneficiaries  with  greater  than  $1,000  in  total  out-of-^xxdcet  liability 
is  5  percent  under  the  current  payment  system,  6  percent  under  the  BZFA 
additive  model  with  no  GPd  and  no  change  in  balance  billing,  but  only 

2  percent  under  balance  billing  cape.    The  decreased  beneficiary  liability 
is  attributible  to  balance  billing  rules  and  not  to  the  fee  schedule 
itself. 

Tables  4.9B  and  4. 90  show  similar  patterns.    The  distribution  of 
levels  of  out-of-^xxiket  liability  would  be  very  similar  in  the  three 
payment  models,  and  cs^  on  balance  billing  would  decrease  out-of-^xxdcet 
liability  by  similar  amounts  for  edl  three  models.    It  is  iirportant  to 
recognize  that  this  sizEulaticn  afyaimps  no  change  in  volume  and  no  decrease 
in  acceptance  of  assigment.    Because  physicians  now  acc^^t  assignment  cn 
about  80  percent  of  bills,  the  ijDDpact  of  the  RERVS  on  balance  billing 
liabili-^  is  ti^itly  constrained.    If  physicians  accepted  assignment  less 
often  when  their  paymaits  were  decreased,  beneficiary  liability  mi^t  be 
substantially  hi^ier. 

Finally,  it  is  inportant  to  realize  that  beneficiary  coinsurance  costs 
fall  in  areas  vAiere  allowed  charges  fall  but  that  balance  billing 
liability  rises  in  these  same  areas.    The  rise  in  balance  billing  is 
strongly  influenced  by  the  assignment  rate,  v*iich  varies  widely  anscnq 
geographic  areeis. 
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FRICCNG  OF  FKXEDURES 


Determining  vdiether  procedures  are  currently  overpriced  relative  to  a 
payment  system  based  on  RERVS  requires  kncwing  v*iat  the  conversion  factors 
would  be  under  the  RERVS,  and  this  requires  selecting  a  particular  payment 
model  from  all  those  described  above.    Table  4.10  shows  the  changes  in 
payments  for  selected  procedures  with  a  hi^  totad  dollar  volume  that 
would  result  frcm  various  additive  models.    Charges  for  all  HCPCS  codes 
are  presented  in  ^jpendix  D.    Charges  for  anesthesiology  procedures  are 
presented  in  ^^jendix  E.    The  code  that  accounts  for  most  Medicare 
payments  is  cataract  rerooval  (66984) .    Iftider  the  various  HCEA  additive 
models,  Medicare  adlowed  charges  for  this  procedure  would  be  reduced 
cilmost  33  percent.    Six  of  the  10  HCPCS  codes  accounting  for  most  payments 
cire  visit  codes;  all  would  have  significant  increases  in  Medicare 
payments.    Ihe  relative  frequency  of  these  Vcurious  services  in  a  ^jeciedty 
and  at  the  provider  level  strongly  influence  the  intact  of  an  RERVS  an 
those  levels. 

OOraiJSION 

This  chapter  heis  presented  sinulations  of  a  nunter  of  different 
RVS-^^ased  payment  systems  for  determining  payments  for  physicians  under 
Medicare.    The  paymisit  models  that  have  been  included  in  the  sinulatic^ 
have  included  the  sultiplicative  model  under  various  iiplementation 
strategies,  additive  modifications  of  the  Harvard  RERVS,  and  a 
charge-^3cised  RVS. 

The  effects  of  an  RERVS  vary  widely  according  to  v*iich  vsuriaticn  and 
inplementation  strategy  is  selected,  and  no  generalization  is  possible 
regarding  the  inpact  of  an  RERVS  on  specialties,  geographic  loccdities,  or 
beneficiaries.    Indeed  depending  on  the  choices  of  policies  and  goeds,  a 
range  of  outccnes  are  possible.    For  exanple,  at  am  extreaoe, 
redistributiois  among  i^iecialties  could  be  substanticd,  althou^ 
^)ecialtY-^)ecific  conversion  factors  could  minimize  such  effects. 
Redistributions  among  geographic  areas  could  likewise  be  substanticLL, 
cilthoQ^  locality-i^jecific  conversion  factors  could  likewise  minimize  that 
effect.    Althouf^  beneficiary  liability  would  remain  relatively  unchanged, 
at  least  in  the  aggregate  if  assignment  rates  did  not  change,  liability 
mi^t  rise  if  assignment  rates  fell  or  fall  if  balance  billing  were 
constrained. 

Clearly,  the  implications  of  any  payment  system  could  be  sensitive  to 
various  assunptions  about  issues  such  as  vAiether  it  should  be  budget 
neutral,  hew  ptiysicians  would  re^xaid,  both  in  terms  of  volume  and 
intensity  and  assigranent,  and  how  beneficiaries  would  re^xxid. 
Unfortunately,  as  with  sdl  predictive  modelling,  while  foreccists  Ccin  be 
made  on  the  basis  of  the  behavioral  aussunptions,  the  accuracy  of  the 
assunptions  can  never  be  ocnpletely  verified.    Thus,  by  inplication,  the 
validity  of  the  results  of  the  simulations  are  oonditioneil,  and  may  not  be 
ccnpletely  accurate.    Givai  the  available  data  and  the  current  literature 
on  economic  behavior  in  response  to  changes  in  allowed  charges,  these 
results  represent  the  most  accurate  cuid  detailed  forecasts  yet  presented 
on  this  topic. 
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TABLE  4.2 


PERCENT  CHANGE  IN  MEDICARE  ALLOWED  CHARGES,    BY  SPECIALTY, 
UNDER  VARIOUS  BEHAVIORIAL  RESPONSES  AT  THE  PROCEDURE  LEVEL, 

ASSUMING  BUDGET  NEUTRALITY, 
HCFA  MULTIPLICATIVE  MODEL,   NO  GPCI 


BEHAVIORIAL  CHANGE  ASSUMPTION* 

No  25%  50%  75% 

behaviorial  offset  offset  offset 
offset 

Specialty  

(percent  change  in  allowed  charges) 


Dermatology 

2% 

0% 

-1% 

-  2% 

Fam./Gen.  Practice 

61 

52 

42 

27 

General  Surg. 

-11 

-  9 

-  7 

-  4 

Gynecology 

1 

1 

1 

0 

Internal  Med. 

27 

22 

15 

7 

Ophthalmology 

-37 

-30 

-22 

-12 

Orthopedics 

2 

1 

1 

1 

Otorhmolar. 

15 

12 

10 

6 

Pathology 

-27 

-22 

-17 

-10 

Radiology 

-36 

-30 

-22 

-13 

Thoracic  Surg. 

-48 

-38 

-27 

-15 

Urology 

-  1 

-  2 

-  3 

-  2 

These  results  are  based  on  an  assumption  that  physicians 
receiving  a  reduced  payment  for  a  service  will  partially  (by 
the  indicated  assumed  percentage)  offset  the  loss  by  increasing 
volume/ intensity  of  the  service.     Excludes  allergy  and  rheumatology, 
anesthesiology,  oral  surgeons,  pediatrics,  and  psychiatry. 


Source:    HCFA,  Office  of  Research  and  Demonstrations. 
National  1988  estimates  based  on  1987  BMAD  Procedure 
file. 


Table  4.3 


Percent   Change    in  Medicare  Allowed   Charges   by   State   For  various   RVS   Payment  Models 


ALLOWED  Wuitipl  icatwe   A  d  d  i    i  v  e  

CHARGES  NO  .WITH  NO  GPCI    on  GPCI  a 

STATE  (000,000'S)  GPCI  '"GPCI  GPCI  OVERHEAD  BOTH 


US 

$11, 987 

0 

0 

0 

Percent 

0 

0 

A  I abama 

2U 

1  4 

1 

1  3 

7 

1 

Alaska 

7 

•  27 

-3 

-28 

-  21 

-  4 

A  r  i  zona 

186 

-  1  4 

-  1  4 

-  1  1 

-  1  0 

-  1  1 

Arkansas 

154 

1  7 

-4 

1  5 

4 

•6 

California 

1  ,422 

-20 

-  7 

-  1  9 

-12 

-6 

Colorado 

90 

21 

18 

21 

18 

18 

Connecticut 

150 

•4 

2 

-2 

1 

4 

Oe I  aware 

28 

9 

14 

9 

7 

13 

Dist.   of  Columbia 

141 

-  14 

2 

-  13 

-8 

3 

Florida 

1,105 

-  10 

-  13 

-  1  0 

-  1  1 

•  13 

Georgia 

294 

12 

-2 

1  0 

5 

■3 

H  a  w  a  i  i 

40 

- 1  1 

-  7 

-  1  1 

-8 

-8 

Idaho 

31 

20 

7 

20 

16 

7 

Illinois 

468 

10 

1  9 

9 

13 

18 

Indiana 

218 

8 

0 

8 

2 

-0 

Iowa 

105 

30 

1  6 

28 

21 

14 

Kansas 

87 

5  - 

-  10 

5 

0 

-9 

Kentucky 

141 

19 

6 

1  6 

10 

4 

Louisiana 

215 

5 

-  1 

7 

4 

1 

Na  i  ne 

49 

17 

-  1 

20 

14 

2 

Mary  I  and 

137 

3 

9 

3 

4 

9 

Mattachusatts 

284 

-4 

-  1 

•  1 

3 

3 

Michigan 

453 

6 

19 

4 

9 

17 

M  i  nneseta 

85 

13 

12 

14 

11 

12 

M { ts  i  St  i  ppi 

112 

41 

19 

38 

28 

17 

M 1 ateur  i 

274 

16 

9 

16 

14 

9 

Montana 

34 

6 

-6 

8 

3 

-5 

Ntbraska 

69 

25 

6 

23 

14 

4 

Nevada 

49 

-24 

-  16 

•22 

-  18 

- 14 

New  Hampshire 

30 

19 

7 

20 

18 

9 

Mew  Jarsty 

407 

0 

12 

0 

5 

12 

New  Mexico 

46 

-2 

- 10 

-  1 

-5 

-9 

New  York 

1,135 

-15 

0 

-15 

-7 

-  1 

North  Carolina 

266 

13 

-4 

13 

4 

-4 

North  Dakota 

38 

3 

-11 

3 

-3 

-11 

Oh  i  0 

530 

4 

-  1 

3 

0 

-  1 

Ok  I ahoaa 

UO 

10 

-4 

10 

3 

-4 

Oregon 

112 

1 

-4 

2 

2 

-2 

Pennsyl vani  a 

816 

6 

6 

4 

4 

4 

thode  Island 

60 

5 

6 

8 

6 

8 

South  Carolina 

104 

18 

1 

17 

7 

0 

South  Dakota 

35 

15 

-6 

16 

7 

-5 

Tanntsata 

227 

18 

1 

19 

9 

1 

Texas 

701 

•6 

-15 

-3 

-10 

-13 

Utah 

42 

17 

11 

21 

16 

14 

Veraent 

18 

22 

0 

21 

IS 

0 

Virginia 

193 

25 

12 

23 

17 

10 

Washington 

207 

-3 

-1 

-2 

-2 

0 

West  Virginia 

90 

10 

-3 

9 

3 

-3 

Wi  scent  1 n 

164 

11 

3 

11 

6 

4 

Uyoai  ng 

9 

28 

19 

23 

18 

14 

NOTES:  Data  ineludca  only  tpeeieltiea  and  preeeduret  velued  in  Hervard  lltVS  Phase  I 
study.     Excludes  oral   surgeons,   allergy,    rheuaa t o I egy ,   and  anesthesiology,   Puerto  Rico 
and  railroad  retireea. 

SOURCES:  MCFA,  Office  of  Reseerch  and  Oesionstrat  i  ena .  National  and  State  1988  eatiaatcs 
based  on  1987  INAO  Procedure  file. 
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Table  4.7A1 


Distribution  of  Medicare  Allowed  Charges  for  Providers  Who  Gain  or  Lose, 
by  Specialty  for  HCFA  Multiplicative  Model,  with  GPCI 


Sairple 

Percent  Loss  or  Gain  in  Allowed  Charaes 

Specialty 

Size 

<-30% 

-30%  to  -10% 

-10%  to  +10% 

10%  to  30% 

>30' 

Percent  of  Allowed  Qiaraes 

1/ 

All  Riysicians 

12,560 

30% 

17% 

16% 

14% 

23% 

Dermatology 

317 

3 

23 

42 

21 

11 

Fam/Gen  Practice 

3,335 

1 

2 

7 

18 

73 

General  Surgery 

1,163 

27 

36 

21 

8 

8 

Gynecology 

1,072 

11 

29 

27 

16 

17 

Internal  Medicine 

2,904 

2 

5 

18 

30 

45 

Ophthalmology 

701 

74 

21 

4 

1 

0 

Ortho.  Surgery 

665 

3 

28 

42 

19 

8 

Otorhinoleur. 

315 

1 

20 

33 

23 

22 

Pathology 

178 

65 

19 

7 

7 

2 

Radiology 

609 

70 

24 

4 

1 

1 

Thoracic  surgery 

165 

88 

8 

2 

1 

1 

Urology 

368 

1 

29 

51 

17 

3 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) .  Occludes  allergy 
and  rheuiiatology,  anesthesiology,  and  oral  surgeons. 

NOTES:    New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Rows  nay  not  sum  to  100  percent  due  to  rounding.    Providers  have 
been  wei(^ted  by  total  allowed  charges.    Provider  sanple  size  may  affect  the  precision  of 
the  estimates  in  certain  low  volume  specialties. 

SOURCE:    Health  Care  Financing  Administration,  Office  of  Researt±  and  Demonstrations. 
1988  estimates  based  on  1987  EMftl)  provider  file. 


Table  4.7A2 


Distribution  of  Providers  Who  GeLin  or- Lose  Medicare  Allowed  Ovirges, 
by  Speciadty  for  HCFA  Multiplicative  Model,  with  GPd 


Percent  Loss  or  Gain  in  Allowed  Charoes 

Sasple 

Specialty  Size  <-30%    -30%  to  -10%     -10%  to  +10%  10%  to  30%  >30% 

Percent  of  Providers 

1/ 


All  Physicians 

12,560 

12% 

15% 

18% 

17% 

38% 

Dermatology 

317 

4 

16 

36 

24 

20 

Fain/Gem  Practice 

3,335 

2 

3 

7 

15 

73 

General  Surgery 

1,163 

17 

31 

22 

12 

18 

Gynecology 

1,072 

11 

23 

23 

17 

26 

Internal  Medicine 

2,904 

5 

5 

17 

29 

45 

C^thalmology 

701 

47 

32 

9 

5 

7 

Ortho.  Surgery 

665 

3 

20 

38 

21 

18 

Otortiinolar. 

315 

2 

11 

32 

25 

29 

Pathology 

178 

51 

23 

12 

8 

6 

Radiology 

609 

58 

24 

9 

4 

5 

Ihoracic  surgery 

165 

67 

15 

5 

5 

8 

Urology 

368 

2 

27 

43 

16 

12 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) .  E^ludes  allergy 
eu^  rheumatology,  anesthesiology,  and  oral  surgeons. 

NOTES:    New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Rows  may  not  sum  to  100  percent  due  to  rounding.    Provider  sanple 
size  nay  affect  the  precision  of  the  estinates  in  certain  low  volume  specialties. 

SOURCE:    Hecdth  Care  Financing  Administration,  Office  of  Research  and  Demonstratians. 
1988  estimates  based  on  1987  a^AD  provider  file. 


Table  4.7B1 


Distribution  of  Medicare  Allcwed  Charges  for  Providers  VJho  Gain  or  Lose 
by  Specialty  for  HCFA  Additive  Model,  No  GPCI 


Percent  Loss  or  Gain  in  Allowed  HTa-nqpg 

Sairple 

Specialty  Size  <-30%    -30  to  -10  -10%  to  -HOt     10%  to  30%  >30% 

Percent  of  Allowed  Chsirges 

1/ 


All  Hiysicians 

12,560 

16% 

28% 

24% 

16% 

16% 

Dermatology 

317 

13 

20 

35 

19 

12 

Fan/Gen  Practice 

3,335 

2 

9 

19 

20 

49 

General  Surgery 

1,163 

20 

33 

24 

12 

11 

Gynecology 

1,072 

14 

26 

31 

14 

15 

Internal  Medicijie 

2,904 

6 

12 

29 

27 

26 

C^thzdniDlogy 

701 

21 

53 

18 

7 

1 

Ortho.  Surgery 

665 

9 

25 

35 

23 

8 

Otortiinolar. 

315 

& 

23 

32 

18 

19 

Pathology 

178 

47 

28 

8 

10 

7 

Radiology 

609 

32 

40 

20 

5 

2 

Thoracic  surgery 

165 

55 

26 

12 

4 

3 

Urology 

368 

11 

22 

38 

19 

10 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) .  E^ludes  allergy 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 

NOTES:    N©^  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Rows  may  not  sum  to  100  percent  due  to  rounding.    Providers  have 
been  weighted  by  total  allCT»red  charges.    Provider  sairple  size  nay  affect  the  precision  of 
the  estinates  in  certain  low  volume  specizdries. 

SOURCE:    Health  Care  Financing  Administration,  Office  of  Research  and  Deamonstrations. 
1988  estimates  based  on  1987  EMAD  provider  file. 
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T^le  4.7B2 


Distrjixjtion  of  Providers  Who  Gain  or  Lose  Medicare  Allowed  Charges, 
by  Specicilty  for  HCFT^  Additive  Model,  No  GPCI 


Specialty 

Scuiple 
Size 

<-30% 

-30  to  -10 

-10%  to  +10% 

10%  to 

30%  >305 

Percent  of 

Providers 

y 

All  Physicians 

12,560 

11% 

18% 

23% 

19% 

29% 

Dermatology 

317 

12 

16 

28 

22 

21 

FaiVGen  Practice 

3,335 

4 

9 

16 

20 

50 

General  Surgery 

1,163 

14 

27 

22 

14 

23 

Gynecology 

1,072 

12 

22 

25 

17 

23 

Internal  Medicine 

2,904 

8 

13 

28 

25 

27 

C^thalmology 

701 

16 

37 

23 

9 

15 

Ortho.  Surgery 

665 

7 

19 

31 

25 

18 

Otorhinolar. 

315 

6 

18 

28 

21 

26 

Pathology 

178 

38 

22 

15 

12 

12 

Radiology 

609 

29 

28 

22 

11 

11 

Thoracic  surgery 

165 

35 

25 

16 

7 

17 

Urology 

368 

8 

26 

29 

21 

16 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shewn) 
and  rheunatology,  anesthesiology,  a«i  oral  surgeons. 


Dccludes  allergy 


NOTES:    New  payment  rates  are  set  budget  neutrEQ  to  current  payment  levels,  aissuming  no 
behaviorzLL  offsets.    Rows  may  not  sum  to  100  percent  due  to  rounding.    Provider  sairple 
size  may  affect  the  precision  of  the  estirrates  in  certain  lou;  volume  specialties. 


SOURCE:  Health  Care  Financing  Administration,  Office 
1988  estimates  based  on  1987  EMAD  provider  file. 


of  Research  and  Demonstrations. 


Table  4.7C1 


Distribution  of  Medicare  Allowed  Charges  for  Providers  Who  Gain  or  Lose, 
by  Specialty  for  HCFA  Additive  Model,  GPGI  on  Overtiead  Costs 


Specialty 


Sasple 
Size 


1/ 


Percent  Loss  or  Gain  in  Allowed  Charges 
<-30%    -30%  to  -10%      -10%  to  -H0%  10%  to  30%  >30% 

Percent  of  Allowed  Charges 


All  Riysicians 

12,560 

14% 

29% 

25% 

17% 

16% 

Dermatology 

317 

10 

18 

45 

15 

12 

Fain/Gen  Practice 

3,335 

2 

7 

19 

24 

48 

General  Surgery 

1,163 

17 

37 

23 

11 

11 

Gynecology 

1,072 

12 

30 

29 

14 

15 

Intemad  Medicine 

2,904 

4 

11 

30 

31 

24 

r^th;*lmn1ngy 

701 

19 

55 

18 

6 

1 

Ortho.  Surgery 

665 

4 

27 

43 

20 

7 

Otorhinol8u:. 

315 

6 

22 

36 

21 

15 

Pathology 

178 

41 

34 

11 

6 

9 

Radiology 

609 

34 

45 

15 

4 

2 

Thoracic  surgery 

165 

53 

27 

15 

2 

3 

Urology 

368 

2 

26 

50 

15 

7 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) . 
and  rheumatology,  cu^esthesiology,  and  oral  surgeons. 


Excludes  allergy 


NOTES:    New  payment  rates  eore  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Pows  may  not  sum  to  100  percent  due  to  rounding.    Providers  have 
been  weighted  by  total  allowed  charges.    Provider  sanple  size  may  affect  the  precision  of 
the  estinates  in  certain  low  volume  specialties. 


SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Deanonstrations. 
1988  estimates  based  on  1987  H^AD  provider  file. 


Table  4.7C2 


Distribution  of  Providers  Who  Gain  or  Lose  Medicare  Allowed  Charges, 
by  Speciality  for  ECFA  Additive  Model,  GPCI  on  Overhead  Costs 


Peroent  Loss  or  Gain  in  Allowed  Charges 

Sairple 

Specialty  Size  <-30%    -30%  to  -10%     -10%  to  -1-10%  10%  to  30%  >30% 

Peroent  of  Providers 

1/ 


All  Riysicians 

12,560 

9% 

19% 

24% 

20% 

29% 

Dermatology 

317 

8 

16 

34 

20 

21 

FaiVGen  Practice 

3,335 

4 

8 

16 

22 

51 

General  Surgery 

1,163 

11 

30 

23 

13 

23 

Gynecology 

1,072 

12 

23 

24 

17 

23 

Internal  Medicine 

2,904 

7 

12 

28 

28 

25 

C^thalmnlogy 

701 

11 

39 

26 

9 

15 

Ortho.  Surgery 

665 

4 

20 

37 

21 

17 

Otorhinolar. 

315 

4 

17 

33 

22 

23 

Pathology 

178 

36 

25 

16 

10 

14 

Radiology 

609 

29 

31 

20 

9 

11 

Thoracic  surgery 

165 

30 

28 

21 

4 

17 

Urology 

368 

2 

26 

41 

16 

15 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) .  Excludes  allergy 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 

NOTES:    New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Rows  iray  not  suitv  to  100  percent  due  to  rounding.    Provider  sarple 
size  nay  2iffect  the  precision  of  the  estirates  in  certain  low  volume  specialities. 

SOURCE:    Hecilth  Care  Financing  Administration,  Office  of  Research  and  Daraonstrations. 
1988  estimates  based  on  1987  EMAD  provider  file. 


Table  4.7D1 


Distribution  of  Medio^-re  Allowed  Charges  for  Providers  Who  Gain  or  Lose, 
by  Specialty  for  HCFA  Additive  Model  with-GPCI  on  both  Cotponents 


Percent  loss  or  Gain  in  Allou^pd  n^-nqes 

Sanple 

Specialty  Size  <-30%    -10%  to  -30%     -10%  to  +10h  10%  to  30%  >30% 

Percent  of  Allcx^ed  Charges 

1/ 


All  Physicians 

12,560 

14% 

28% 

26% 

17% 

15% 

Dermatology 

317 

6 

23 

40 

20 

11 

Fam/Gen  Practice 

3,335 

2 

6 

22 

28 

43 

General  Surgery 

1,163 

16 

39 

24 

10 

11 

Gynecology 

1,072 

12 

30 

25 

16 

16 

Internal  Medicine 

2,904 

4 

11 

29 

31 

25 

C^thalmology 

701 

22 

53 

19 

4 

2 

Ortho.  Surgery 

665 

4 

29 

41 

20 

7 

Otorhinolar. 

315 

1 

27 

34 

23 

15 

Pathology 

178 

45 

29 

11 

5 

9 

Padiology 

609 

32 

4a 

21 

4 

2 

Thoracic  surgery 

165 

59 

20 

16 

2 

3 

Urology 

368 

1 

27 

50 

18 

4 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) .  Excludes  allergy 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 

NOnS:    New  payment  rates  are  set  bociget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Rows  may  not  sum  to  100  percent  due  to  rounding.    Providers  have 
been  weighted  by  total  allowed  charges.    Provider  sanple  size  ray  affect  the  precision  of 
the  estimates  in  certain  low  volume  specialties. 

SOURCE:    Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  1987  H^AD  provider  file. 


Table  4.7D2 


Distxibution  of  Providers  VJho  Gain  or  Lose  Medicare  Alleged  Charges, 
by  Specialtr/  for  HC3FA  Additive  Model  with-  GPCI  on  Both  Ocrponents 


Percent  Loss  or  Gain  in  Allowed  Charnes 

Saiiple 

Stsecialtv  Size  <-30%    -10%  to  -301     -10%  to  +10%  10%  to  30%  >30% 

Percent  of  Providers 

1/ 


All  Physicians 

12,560 

9% 

18% 

25% 

20% 

28% 

Dermatology 

317 

5 

17 

35 

23 

19 

FaiVGen  Practice 

3,335 

4 

7 

18 

25 

46 

General  Practice 

1.637 

5 

9 

17 

21 

47 

General  Surgery 

1,163 

10 

31 

23 

13 

23 

Gynecology 

1,072 

12 

24 

22 

18 

25 

Internal  Medicine 

2,904 

6 

11 

28 

28 

27 

C^thalmology 

701 

11 

38 

27 

8 

16 

Ortho.  Surgery 

665 

3 

21 

37 

21 

18 

Otortiinolsu:. 

315 

2 

17 

34 

24 

22 

Pathology 

178 

36 

27 

15 

9 

14 

Radiology 

609 

29 

31 

19 

9 

11 

Thoracic  surgery 

165 

33 

22 

22 

6 

16 

Urology 

368 

2 

26 

43 

17 

12 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) .  Excludes  allergy 
ard  rheumatology,  cinesthesiology,  and  oral  surgeons. 

NOTES:    New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.    Pows  may  not  sum  to  100  percent  due  to  rounding.    Provider  sanple 
size  iray  affect  the  precision  of  the  estiirates  in  certain  low  volume  specialties. 

SCXJPCE:    Hecdth  Care  Financing  Administration,  Office  of  Research  eind  Demonstrations. 
1988  estimates  based  on  1987  BIAD  provider  file. 


Table  4.7E1 


Distribution  of  Medicare  Allowed  Oiarges  for  Providers  VBio  Gain  or  Lose, 
by  Speciality  for  Qiarge-bcised  RVS  Model  with  Interim  GPCI  1/ 


Percent  Loss  or  Gain  in  Allowed  Qvirnes 

—1  n5-  +-n  4-1  ns- 

LV^   uO  JU^ 

2/ 

All  Phvsicians 

11  874 

4% 

•i  J"* 

Denratology 

296 

€ 

24 

34 

13 

23 

Family  Practice 

3,453 

3 

15 

37 

30 

16 

Genercil  Surgery 

1,181 

4 

21 

46 

23 

6 

Gynecology 

1,014 

3 

20 

38 

26 

13 

Interned  Medicine 

2,889 

4 

33 

44 

16 

3 

C^thalniology 

701 

2 

25 

55 

16 

2 

Ortho.  Surgery 

620 

2 

27 

51 

18 

3 

Otortunolar. 

29P 

2 

27 

48 

18 

6 

Pathology 

141 

14 

32 

25 

17 

13 

Radiology 

604 

3 

33 

43 

17 

5 

Thoracic  surgery 

169 

9 

42 

38 

6 

6 

Urology 

356 

2 

25 

47 

23 

2 

2/ 

This  table  uses  the  interim  GPCI  based  on  1  percent  Census  data. 
2/ 

All  physicians  total  includes  pediatrics  not  shown.    Excludes  psyciiiatry,  allergy, 
rheuinatology,  emesthesiology,  emd  orcil  surgeons. 

NCTES:    New  payment  rates  cire  set  biadget  neutral  to  current  payment  levels,  eissuming  no 
behavioral  offset.    Rows  may  not  sum  to  100  percent  due  to  rounding.    Providers  have 
been  weighted  by  total  allowed  c±iarges.    Prm'ider  sairple  size  may  affect  the  precision  of 
the  estimates  in  certain  low  volume  specialties. 

SOURCE:    1988  estimates  based  on  1986  BTftD  provider  file,  Center  for  Health  Econcroics 
Research. 


Distribution. 

by 


Tablt   4 .BA1 

of    Medicare   Allowed   Charges    for   Providers   who   Cain   or  Lose 

State    for    the    HCFA    Multiplicative    Model    With  CPCI 


State 

AT  I  States 


S  ampl c 

Site 

12.560 


Percent    Loss    or    Gain  in 


<  -  30%  -30t  to 
30  1  7 


1  OX    -  1  ox  to 


Allowed  Charge* 
1  OX      IPX    to    SOX        >  30X 


Percent    of    Allowed  Charges 


16 


14 


23 


A  I  a  b  a  n  a 

232 

1  9 

42 

8 

1 1 

21 

Alaska 

22 

0 

0 

30 

61 

9 

A  r  i  zona 

161 

28 

1  5 

33 

14 

1  0 

Arkansas 

)  56 

23 

1  6 

15 

22 

24 

Cal i  fornia 

1,261 

3  1 

20 

13 

21 

15 

Colorado 

139 

1  6 

9 

19 

12 

44 

Connect  i  cut 

152 

32 

1  1 

1  7 

18 

21 

D  # I  aware 

24 

2  1 

1  4 

44 

1  2 

District    of  Columbia 

137 

3  7 

9 

6 

1 4 

J3 

Florida 

739 

1  9 

22 

31 

2 1 

7 

Georgia 

281 

32 

1  2 

20 

14 

22 

H  a  w  a  i  i 

93 

26 

1  7 

37 

1  8 

3 

Idaho 

35 

2 

26 

24 

23 

25 

Illinois 

502 

25 

1  3 

1  4 

1  2 

35 

1 n  d  i  ana 

224 

2  1 

1  7 

1  2 

1  0 

4  1 

Iowa 

1  02 

5  7 

9 

9 

6 

19 

Kansas 

78 

28 

6 

23 

21 

22 

Kentucky 

1  72 

38 

A5 

13 

14 

20 

Louisiana 

360 

43 

-  14 

9 

1  0 

24 

Maine 

67 

62 

6 

9 

8 

1  4 

Maryland 

151 

1  7 

20 

15 

18 

30 

Massachusetts 

264 

32 

13 

15 

17 

24 

Michigan 

413 

22 

9 

15 

14 

40 

Minnesota 

90 

4 

35 

26 

9 

25 

Mississippi 

143 

52 

4 

6 

9 

29 

Missouri 

201 

25 

12 

1  1 

12 

40 

Montana 

62 

43 

25 

9 

16 

6 

Nebraska 

73 

1  8 

13 

28 

25 

17 

Nevada 

36 

53 

13 

13 

13 

7 

New  Hampshire 

38 

13 

4 

27 

4 

53 

New  Jersey 

359 

1  6 

25 

15 

16 

29 

New  Mexico 

57 

23 

26 

13 

23 

15 

New  York 

1,662 

33 

22 

14 

1  0 

22 

North  Carolina 

263 

38 

1  5 

19 

13 

1  6 

North  Dakota 

1  9 

75 

3 

19 

1 

2 

Ohio 

662 

30 

28 

7 

1  0 

24 

Ok  I  a h  oma 

190 

41 

13 

23 

15 

8 

Oregon 

153 

42 

1 1 

13 

24 

1  1 

Pennsylvania 

564 

24 

8 

19 

14 

36 

Rhode  Island 

57 

15 

24 

24 

20 

1  7 

South  Carolina 

154 

30 

18 

13 

13 

27 

South  Dakota 

24 

36 

16 

24 

5 

19 

T  ennessee 

190 

1  1 

9 

1 1 

20 

48 

Texas 

973 

52 

12 

14 

8 

14 

Utah 

66 

1  0 

15 

49 

13 

13 

Vermont 

23 

1 

26 

13 

25 

35 

V  i  r  g  i  n  i  a 

168 

14 

6 

27 

13 

39 

Washington 

238 

22 

28 

14 

14 

22 

west  Virginia 

104 

55 

6 

10 

8 

21 

Wisconsin 

208 

13 

18 

12 

20 

37 

Wyoming 

18 

1  1 

30 

4 

4 

51 

NOTES:   New  payment    rates   are   set   budget   neutral    to   current   payaicnt    levels,   assuming  no 
behavioral   offsets;    rows  may  not   sum   to   100   percent   due   to   rounding;    providers   have  been 
weighted  by   total   allowed  charges;    provider   sample   size  may  affect   precision  of  the 
estimates   in  smaller  states;   boundaries  used  for  Medicare  payment   purposes  do  not 
correspond  precisely  to  state  boundaries. 


SOURCE:  Nealth  Care  Financing  Administration,  Office  of  Research  and  D cmon s t r a r1 on s , 
1988  estimates   based  on   1987  BMAD   provider  file. 


Table  4.8A2 

Distribution  of   Providers   Who   Cain  or   Lose  by  Change   in  Medicare  Aliowed 
Charges,    by   State   for   the   HCFA   Multiplicative   Model    with  CPCl 


State 

Sample 

Size 

<-30X 

Percent  Loss 
-30X   to  -10X 

or   Gain   in  Allowed  Charges 
■  1  OX   t  0    1  OX      1  OX   t  0  30X 

>30 

_ 

Percent 

0  f 

Providers 

All  States 

1 2 ,560 

1  2 

15 

1  8 

1  7 

38 

Alabama 

232 

16 

22 

1  3 

1 6 

33 

Alaska 

22 

5 

0 

4  5 

36 

14 

Arizona 

f  6t 

1  2 

17 

29 

23 

19 

Arkansas 

156 

S6 

^9 

1  3 

1  7 

35 

California 

1,261 

14 

18 

1  9 

24 

25 

Colorado 

139 

13 

10 

1  B 

1  0 

50 

Connecticut 

152 

8 

10 

1  9 

33 

30 

Delaware 

24 

8 

24 

24 

8 

36 

District   of  Columbia 

137 

9 

9 

1  4 

1 9 

49 

Florida 

739 

1  4 

23 

3  1 

22 

1  1 

Georgia 

281 

1  5 

16 

20 

1 6 

34 

N  a  H  a  i  i 

93 

14 

12 

3  5 

24 

15 

I  daho 

35 

3 

17 

23 

20 

37 

Illinois 

502 

6 

1  J 

1  3 

1  2 

58 

Indiana 

224 

8 

10 

1  4 

1 8 

50 

Iowa 

102 

9 

16 

1  s 

8 

50 

Kansas 

78 

1  2 

4 

c  4 

2  7 

33 

Kentucky 

172 

^6 

14 

«  c 

1  3 

Z  1 

34 

Louisiana 

360 

1  7 

13 

1  5 

1  6 

39 

Maine 

67 

1  3 

15 

•  e 

1  3 

1 3 

43 

Maryland 

151 

7 

19 

1  s 

i  A 

1  T 

43 

Massachusetts 

264 

1  1 

15 

•  c 

1  3 

ZD 

40 

Michigan 

413 

7 

7 

1  4 

1  7 

55 

M  i  nnesot  a 

90 

4 

17 

1  7 

1  6 

47 

Mississippi 

143 

8 

6 

A 

y 

1  0 

58 

Missouri 

201 

13 

9 

1  2 

1 1 

55 

Montana 

62 

31 

19 

1  1 

1  6 

23 

Nebraska 

73 

5 

12 

i  c 

1  3 

37 

Nevada 

36 

1  1 

22 

I  y 

c  i 

25 

New  Hampshire 

38 

8 

13 

«  T 

1  J 

3 

62 

New  Jersey 

359 

7 

14 

1  L 

1  0 

49 

New  Mexico 

57 

1  9 

14 

1  1 

3  A 
C  0 

30 

New  York 

1  .  662 

1  6 

1  7 

1  R 

1  3 

35 

North  Carolina 

263 

14 

1  4 

1  n 

1  6 

4  7 

1  f 

36 

North  Dakota 

19 

21 

16 

C  1 

1  0 

26 

Ohio 

662 

12 

14 

1  A 

1  3 

45 

Oklahoma 

190 

16 

13 

3 

c  o 

4  O 

26 

Oregon 

153 

5 

17 

•  • 

1  B 

3  0 

30 

Pennsylvania 

564 

8 

7 

«  c 

1  3 

4  C 

1  5 

55 

Rhode  Island 

57 

5 

18 

1  4 

26 

37 

South  Carolina 

154 

15 

16 

1  2 

1  2 

45 

South  Dakota 

24 

4 

13 

3  3 

1  2 

38 

T  ennessee 

190 

1  0 

12 

1  3 

1  6 

49 

Texas 

973 

18 

13 

1  7 

1 6 

36 

Utah 

66 

6 

14 

18 

12 

50 

Veraiont 

23 

4 

21 

12 

17 

46 

Virginia 

168 

1  0 

8 

19 

16 

47 

Wash  i  ngton 

238 

1  4 

21 

17 

16 

42 

West  Virginia 

104 

20 

7 

17 

17 

39 

Wisconsin 

208 

5 

10 

13 

20 

51 

Wyoming 

18 

1  1' 

17 

17 

1 1 

44 

NOTES:   New  payment    rates   are   set   budget   neutral    to   current   payment    levels,   assuming  no 
behavioral   offsets;    rows   nay  not   sum  to   100   percent   due   to   rounding;   provider  sample 
size  nay  affect   precision  of   estimates    in   smaller   states;   boundaries  used  for  Medicare 
payment   purposes   do  not   correspond  precisely  to   state  boundaries. 

SOURCE:     Health   Care   Financing  Administration,   Office   of   Research   and  Oenoas t r a t i on s  , 
1988  estinates   based  on   1987  BMAD   provider  files. 


Tabl*  A .8K1 

Distribution  of   Medicare   Allowed   Charges   for   Providers   who   Cain  or  Lose, 
by   State   for   the   HCFA  Additive  with   No  GPCI 


Sample 

Percent  Loss 

or  Gain 

in    A  I 

lowed  Charqes 

State 

S  i  I  e 

<  -  3  OX 

-  30X 

to    -  1  OX 

-  1  OX 

t  0 

1  OX 

10X   to  30X 

>  30 

Percent  of 

A  I  lowed 

Charges 

ri I  States 

12,560 

16 

28 

24 

16 

1  6 

Alabama 

232 

1 

13 

29 

37 

20 

Alaska 

22 

30 

68 

1 

0 

0 

Arizona 

161 

1  5 

28 

34 

17 

5 

Arkansas 

156 

0 

20 

24 

25 

30 

California 

1  ,26t 

30 

37 

26 

4 

2 

Co  I  or  ado 

1 

14 

21 

25 

39 

Connecticut 

152 

e 

34 

30 

21 

8 

0 e  I  e wa  r  e 

2A 

21 

7 

15 

23 

33 

District   of  Columbia 

137 

36 

18 

31 

13 

3 

Florida 

739 

8 

37 

36 

14 

5 

Georgia 

281 

6 

30 

18 

20 

26 

H  awa  i  i 

93 

6 

50 

38 

5 

1 

1  daho 

35 

0 

0 

16 

48 

35 

Illinois 

502 

4 

33 

20 

18 

24 

Indiana 

224 

1 

22 

23 

18 

36 

1  owa 

lt2 

2 

56 

5 

8 

28 

Kansas 

78 

1 

6 

40 

27 

25 

Kentucky 

172 

20 

- 

15 

25 

17 

23 

Louisiana 

360 

21 

16 

14 

25 

Maine 

67 

0 

23 

42 

18 

1  7 

Maryland 

151 

4 

27 

32 

21 

15 

Massachusetts 

264 

8 

35 

24 

25 

9 

Michigan 

413 

16 

18 

25 

20 

21 

M  i  nnesota 

90 

6 

9 

29 

38 

19 

Mississippi 

143 

1 

44 

1  1 

7 

37 

M  i  ssour  i 

201 

3 

21 

21 

20 

35 

Montana 

62 

15 

26 

26 

27 

7 

Nebraska 

73 

0 

21 

9 

46 

24 

Nevada 

36 

49 

30 

1  5 

5 

1 

New  Hampshire 

38 

0 

5 

34 

13 

47 

New  Jersey 

359 

14 

30 

30 

13 

13 

New  Mexico 

57 

1 

41 

22 

24 

1  1 

New   T  0  r  k 

1  ,662 

45 

24 

1  5 

1  0 

7 

North  Carolina 

263 

7 

22 

28 

22 

22 

North  Dakota 

1« 

0 

7C 

24 

1 

5 

Ohio 

662 

s 

27 

34 

14 

20 

0  k I  a h  ona 

190 

14 

26 

25 

26 

9 

Oregon 

153 

24 

21 

27 

22 

6 

Pennsylvania 

564 

7 

22 

28 

22 

22 

Rhode  Island 

57 

0 

15 

57 

19 

9 

South  Carolina 

154 

1 

IB 

33 

18 

30 

South  Dakota 

24 

0 

36 

15 

23 

25 

T  ennessee 

190 

3 

6 

12 

18 

61 

Texas 

973 

20 

36 

17 

IS 

14 

Utah 

66 

0 

15 

13 

59 

13 

Vermont 

23 

0 

1 

24 

40 

35 

Virginia 

168 

1 

7 

29 

21 

43 

wash  i  ngton 

238 

5 

38 

36 

17 

4 

ycst  Virginia 

104 

1 

S2 

13 

9 

24 

Wisconsin 

208 

0 

15 

26 

28 

31 

W  y  om  i  n  g 

18 

0 

2 

15 

36 

47 

NOTES:    New  payment   rates  are 

set 

budge  t 

neutral    to  current   payment    levels,  assumii 

behavioral  offsets; 

rows  may 

not 

sum  to 

100 

percent 

due  to  rounding.  Proviers 

ha 

been  weighted  by  total   allowed  charges; 

provider  sample  size 

■  ay 

■fftct  precision 

estimates   in  aaa I  I er 

states; 

bounda r  i  ts 

used 

for  Med  i  care 

payment 

purposes  do 

not 

correspond  precisely 

to  state 

bounda  r  i  cs . 

SOURCE:  Health  Care  Financing  Adai f n i s t r a t i on ,  Office  of  Rtteareh  and  Demonstrations, 
1988  estimates  based  en  1987  IMAD   provider  file. 


Table  4 . 812 

Distribution  of   Providers   who   Gain   or   Lose   by  Change   in  Medicare  Allowed  Charges, 
by   State    for    the    HCFA   Additive   Model    with   no  GPCI 


State 

Sample 

S  i  I  e 

Percent  Loss 

or  Gain 

in    A  I 

lowed  Charqes 

<  -  30X 

-  30X   to    -  1 01 

•  1  OX  to 

10X 

10X    to  30X 

Percent 

of  Providers 

All  States 

12,560 

1  1 

18 

23 

19 

29  ■ 

A  I  a baaa 

232 

9 

12 

25 

21 

33 

Alaska 

22 

36 

50 

9 

0 

5 

Arizona 

161 

7 

25 

39 

16 

12 

Arkansas 

156 

3 

12 

24 

19 

42 

California 

1,261 

20 

35 

29 

1  0 

6 

Colorado 

139 

6 

13 

13 

22 

47 

Connecticut 

152 

6 

IB 

37 

29 

9 

Oe I eware 

24 

8 

21 

25 

21 

25 

District   of  Columbia 

137 

8 

23 

34 

24 

12 

Florida 

739 

1  2 

31 

32 

16 

9 

Georgia 

281 

5 

16 

22 

19 

39 

H awa  i  i 

93 

12 

30 

35 

1  7 

5 

Idaho 

35 

0 

3 

20 

40 

37 

Illinois 

502 

6 

1  7 

18 

22 

37 

Indiana 

224 

4 

9 

1  8 

22 

47 

Iowa 

102 

5 

1  1 

1  2 

1  4 

59 

Kansas 

76 

3 

8 

15 

38 

36 

Kentucky 

172 

5 

-  """Ti 

22 

21 

41 

Louisiana 

360 

1  0 

14 

19 

18 

39 

Maine 

67 

3 

6 

16 

24 

51 

Maryland 

151 

7 

18 

27 

22 

26 

Massachusetts 

264 

9 

16 

25 

26 

25 

Michigan 

413 

6 

13 

23 

23 

35 

Minnesota 

90 

7 

8 

22 

27 

37 

Mississippi 

143 

3 

6 

4 

15 

72 

Missouri 

201 

5 

1  1 

15 

19 

49 

Montana 

62 

1  1 

^9 

23 

24 

23 

Nebraska 

73 

0 

8 

1  6 

32 

44 

Nevada 

36 

1  7 

36 

28 

14 

6 

New   H  amps  hire 

38 

3 

8 

21 

1 1 

58 

NewJersey 

359 

8 

17 

26 

17 

32 

New  Mexico 

57 

2 

25 

1  8 

33 

23 

New   Y  or k 

1  .  662 

28 

25 

20 

15 

13 

North  Carolina 

263 

3 

12 

18 

20 

46 

North  Dakota 

19 

0 

16 

32 

16 

37 

Ohio 

662 

7 

12 

21 

20 

40 

Oklahoma 

190 

8 

12 

27 

25 

28 

Oregon 

153 

1 

13 

33 

31 

22 

Pennsylvania 

564 

6 

10 

21 

21 

42 

R  h  ode    1  s I  and 

57 

2 

18 

28 

SO 

23 

South  Carolina 

154 

1 

10 

22 

13 

53 

South  Dakota 

24 

0 

4 

17 

21 

58 

Tennessee 

190 

4 

8 

10 

17 

61 

Texas 

973 

9 

16 

21 

19 

35 

Utah 

66 

2 

12 

20 

17 

50 

Vermont 

23 

0 

9 

9 

30 

52 

V  i  r  i  gn  i  a 

168 

4 

8 

19 

21 

49 

Washington 

238 

4 

18 

34 

SO 

13 

West  Virginia 

104 

1  0 

1 1 

1  2 

21 

46 

Wisconsin 

208 

3- 

7 

17 

27 

45 

Wyoming 

18 

0 

1  1 

22 

33 

33 

MOTES:    New  payment   rates   are   set   budget   neutral    to  current   payment    levels,    assuming  no 
behavioral   offsets;    rows  may  not   sum   to   100  percent   due   to   rounding;   provider  sample 
size  may  affect  precision  of   estimates    in  smaller   states;   boundaries  used  for  Medicare 
payment  purposes  do  not  correspond  precisely  to  state  boundaries. 

» 

SOUICE :     Naalth  Care  Financing  Administration,   Office  of  Research  and  Demonstrations, 
1988   estimates   based  on   1987  BMAD   provider  files. 


Distribution 
by  State 


Table  4 . 8C1 

of  Medicare  Allowed  Charges  for  Providers  who  Cain  or  Loat, 
for    the   HCFA   Additive   Model    With   GPCI    on   Overhead  Costft 


Sample 

Percent 

Loss 

0  r 

Cain 

i  n 

A  I  I  owed  Charges 

State 

Size 

3  OX 

7  n  7 
3  U  A 

t  0 

-10% 

-  1  OX  to 

1  OX 

10X   to  30X 

-fc  7  ft  < 

>  J  u . 

Percent 

of    A  I 

lowed  Charges 

All  states 

12,560 

1  4 

C  7 

25 

1  7 

1  O 

A  I  a  0  a  in  a 

4 

1 

9  c 
£  3 

25 

3  1 

1  7 

1  f 

Alaska 

i 

o  o 

9 

0 

ft 
U 

A  r  i  zona 

1  O  1 

7  3 

9  7 

35 

1  9 

1  T 

c 
3 

Arkansas 

19  0 

1  U 

1  o 

25 

29 

1  0 

1  7 

Cal  i  fornia 

1  ,  2  6  1 

1  o 
1  7 

A  o 

32 

1  0 

1  W 

3 

Colorado 

1  3  v 

« 

1 

23 

29 

7  5 
3  C 

Connect  i  cut 

<  c  ^ 

3 

3  1 

3  1 

24 

0 
7 

Delaware 

c  <> 

Z  1 

7 

1 

18 

20 

7  7 

3  3 

District   of  Columbia 

Ml 

«  4 

3  1 

1  9 

1  7 

2? 

24 

i 

r  I  0  r  1  0  a 

T  ^  O 

7 

18 

37 

1  5 

7 
3 

Georgia 

^  ft  1 

o 

24 

1  9 

9  1 

b  1 

H  a  w  a  i  i 

y  i 

« 

1 

4  4 

48 

s 

J  0  a  n  0 

i  3 

A 
U 

0 

31 

45 

97 
£  3 

1  I  I inois 

K  n  9 

7  U  £ 

0 

26 

23 

14 

7  1 

^  I 

1 n  d  i  ana 

24 

24 

1  8 

?8 

Iowa 

1  U  C 

5 

e 

5b 

1 1 

13 

1  8 

Kansas 

r  o 

£ 

5 

44 

27 

2  1 

KentucKy 

17  5 

1  f  t 

C  C 

23 

21 

15 

1  9 

Loui  si  ana 

T  A  ft 

7  7 
C  / 

- 

20 

19 

15 

1  9 

Maine 

O  f 

3 

2  0 

45 

1  6 

1  6 

waryiano 

1(1 

•1 

27 

34 

16 

1  6 

Massachusetts 

5  X  Z. 

e 

3 

33 

26 

23 

1  3 

niCnigan 

Z.  1  T 
•t  1  3 

7 

f 

22 

22 

25 

24 

M  i  nnesota 

7  0 

O 

9 

29 

42 

1  4 

Mississippi 

1  A  T 
1*3 

1 

1 

5  1 

5 

8 

35 

Missouri 

5  n  1 

3 

2 1 

21 

22 

33 

Montana 

A.  5 

9  Z. 

20 

29 

22 

5 

NeorasKa 

77 

f  3 

9 

^5 

44 

14 

1  8 

U  A  w  A  #4  * 

N  e  v  a  0  a 

3  0 

1  O 

63 

15 

4 

2 

New  nampsnire 

3  0 

u 

6 

33 

14 

47 

Mew  Jersey 

ICO 
3  3  7 

1  1 

1  1 

2  1 

38 

14 

1  7 

Mew  Mexico 

e  7 
3  ( 

1 

1 

47 

18 

22 

1  1 

w  e  w    T  0  r  K 

1     A  A  5 

9  0 

C  7 

J  \ 

18 

13 

9 

Morin  (.aroiina 

C  0  3 

4  7 

1  3 

35 

22 

13 

1  7 

klA^^K      f\  m  y      *  m 

Norin  uaKoiB 

1  O 
1  7 

3  U 

2 1 

24 

4 

2 

0  n  1  0 

A  A  9 
O  0  C 

0 

42 

21 

13 

1  8 

UK  I  anoflia 

ion 

1  7  U 

1  z. 

2  8 

28 

21 

8 

Oregon 

1  C  7 

15  3 

7  Z 

2  4 

9  1 

&  I 

26 

23 

6 

Pennsyl vani  a 

564 

6 

29 

20 

23 

Rhode  Island 

5  7 

0 

1  6 

58 

17 

8 

South  Carolina 

1  c  / 

15  4 

1  n 

1  U 

23 

25 

17 

25 

South  Dakota 

2  4 

n 
U 

36 

28 

1 1 

25 

Tennessee 

1  O  A 

1  7  U 

3 

9 

14 

23 

5  1 

Texas 

Q  7  7 

7  7 

3  f 

23 

19 

9 

12 

Utah 

w  w 

0 

18 

\  \ 

58 

13 

Vermont 

23 

ft 
u 

9 

25 

31 

35 

Virginia 

168 

3 

1  1 

24 

23 

39 

Washington 

238 

4 

39 

34 

18 

4 

Uest  Virginia 

104 

2 

S2 

15 

12 

19 

Wisconsin 

208 

0 

18 

33 

26 

23 

Wyoming 

18 

2 

12 

31 

8 

47 

NOTES:   New  payment    rates  are 

set 

budge  t 

neutral 

t  0 

current 

payment 

I  eve  I  s ,   assumi  ng 

behavioral  offsets; 

rows  nay 

not 

sum  to 

100 

percent  due 

t  0 

rounding.  Providers 

have 

weighted  by  total   allowed  charges;  provider 

sample 

size 

may  affect 

precision  of 

the 

estimates   in  aaa I  I e  r 

states; 

bounds  r  i  es 

used  for  Medicare 

payment 

purposes  do  not 

correspond  precisely 

to  state 

bounda  r  i  es 

SOURCE:  Health  Care  financing  Administration,  Office  of  Research  and  Demonstrations, 
1988  estiaates  based  on   1987  BMAD   provider  file. 


Table  i.8C2 

Distribution   of. Providers   Who   Gain   or   Lose   by   Change    in   Medicare   Allowed  Charges, 
by  State   for   the   HCFA   Additive  Model    with   GPCl    on  Overhead  Costs 


State 


Sampl e 
Size 


Percent    loss    or   Gain    in  Allowed  Charoes 
_IOX      -BOX   to    -IPX    -IPX   to    IPX     IPX   to   3PX  >30X 


1 


All  States 


Alabama 
Alaska 
Arizona 
Arkansas 

California 
Colorado 
Connec  t  i  cut 
Delaware 

District   of  Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 

New  Hampshire 
New  Jersey 
New  Mexico 
New  York 
North  Carolina 
North  Dakota 
Ohio 

Ok  I  ahoma 
Oregon 

Pennsy I  van  i  a 
Rhode  Island 
SouthCarolina 
South  Dakota 
Tennessee 
Texas 
Utah 
V  e  r  ■  o  n  t 
Virginia 
Washington 
yest  Virginia 
Wisconsin 
Wyoming 

NOTES:   New  payment  rates 
behavioral   offsets ;  rows 
size  nay  affect  precision 
payment   purposes  do  not  c 


Percent  of  Providers 
19  24 


12.560  9  19  24  20 

232  10  18  27  16 

22  U  68  9  5 

7  23  40  18 

156  7  16  24  22 

261  13  29  32  15 

139  7  13  15  22 

152  4  14  36  35 
2*  8  25  25  17 

137  5  22  29  28 

739  11  32  34  ,4 

281  6  16  25  19 

93  9  26  42  16 

35  ■  0  .  3  29  37 
50?  .5  14  17  19 
224  6  11  22  25 
102  5  12  19  15 

78  4  6  19  40 

172  8-  12  24  22 

360  .1  1  14  22  18 

*7  7  19  21 

15  1  7  18  28  19 

264  8  13  24  25 

^13  4  13  20  22 

'0  .8  9  21  SO 

1*3  4  6  8  15 

201  5,  12  15  20 

62  15  19  27  23 

73  2  8  38  12 

36  ,*  42  31  11 
3  8  ;_3  11  18  13 

359  6  13  27  u 

57  4  28  18  30 

662  17  25  21  17 

263  6  18  2  0  21 

19  5  \6  37  26 

662  8  15  21  19 

190  11  13  31  21 

153  1  14  31  31 
564  6  10  22  20 

57  2  21  30  26 

154  4  18  18  16 
24  0  4  29  13 

190  5  11  13  19 

973  12  19  21  17 

66  3  14  20  14 

23  0  13  17  17 

168  6  8  21  24 

238  4  18  33  31 

104  12  11  13  26 

208  3  10  22  27 

18  '6  22  17  28 
are   set   budget   neutral    to   current   payment    levels,  ass 
way   not   sum  to   100   percent   due   to   rounding;  provider 
of   estimates   in  smaller   states;   boundaries  used  for 
orrespond  precisely   to  state  boundaries. 


1  . 


29 

29 

5 
12 
31 
10 
42 
1  1 
25 
16 

S 
34 

8 
31 
46 
37 
50 
31 
34 
34 
48 
28 
30 
40 
32 
67 
48 
16 
40 

8 
55 
37 
21 
19 
35 
16 
38 
25 
22 
43 
21 
44 
54 
52 
31 
SO 
52 
41 
15 
38 
3ft 
28 

urn i  ng  no 
samp  I e 
Medicare 


SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  0  eaioht  t  r  a  t  i  ons  , 
1988  estimates  based   on   1987  BMAD   provider  files. 


Table   4 . 8D 1 

Distribution  of   Medicare   Allowed   Charges    for   Providers   who   Cain   or  Loa«, 
by   State    for   the    HCFA   Additive   Model    With   GPCl    on   Both  Components 


State 

b  a  m  p  I  e 

3  1  z  e 

<  .  3  0 1 

^       J  U  A 

Percent 
30X    to  - 

Loss 
1  OX  - 

0 

1  n  T 

Gain 

t  0 

in   Allowed  Charges 
1CX      10Xto30X  >30 

Percent 

n  i 

O  T 

Allowed  Charges 

A~l  I  States 

1  ?   ^  A  n 

1  £  f  ?  D  U 

1  4 

28 

26 

1  7 

15 

A  I  a  b  a  m  a 

2  3  2 

J  b 

2 

37 

38 

1 1 

12 

Alaska 

2  2 

0 

2 

88 

9 

1 

A  r  i  zona 

161 

1  5 

27 

36 

18 

5 

Arkansas 

1  S6 

1  8 

27 

30 

20 

5 

Cal ifornia 

1,261 

1  4 

31 

33 

17 

6 

Colorado 

139 

1 

14 

23 

29 

32 

Connect  i  cut 

1  5  2 

5 

31 

28 

25 

1  1 

Delaware 

24 

1  9 

5 

1  9 

23 

33 

District   of  Columbia 

137 

1  4 

31 

1  1 

32 

12 

Florida 

739 

9 

42 

35 

1  1 

2 

Georgia 

281 

1  5 

32 

23 

22 

8 

H  a  w  a  i  i 

93 

1 

44 

48 

5 

1 

Idaho 

3  5 

0 

3 

43 

39 

15 

!  I  I inois 

5  0  2 

5 

23 

22 

16 

34 

1 n  d  i  ana 

2  24 

6 

27 

22 

20 

25 

Iowa 

10  2 

5 

55 

1  2 

10 

18 

Kansas 

78 

4 

35 

36 

17 

8 

Kentucky 

172 

23 

28 

21 

17 

1  1 

Louisiana 

36  0 

29 

-  18 

20 

18 

15 

Maine 

6  7 

3 

61 

18 

12 

7 

Maryland 

1  5  1 

4 

25 

24 

25 

21 

Massachusetts 

264 

5 

33 

26 

21 

14 

4  13 

3 

23 

17 

22 

35 

Minnesota 

9  0 

9 

29 

36 

19 

1  4  3 

3  1 

22 

1  0 

IS 

23 

Missouri 

2  0  1 

7 

25 

20 

24 

25 

Montana 

62 

29 

28 

36 

5 

2 

Nebraska 

73 

1  7 

10 

47 

12 

14 

Nevada 

36 

1  5 

63 

1  5 

1 

6 

New  Hampshire 

38 

0 

25 

23 

31 

22 

New  Jersey 

359 

1  0 

10 

44 

15 

21 

New  Mexico 

67 

1 

59 

13 

16 

10 

New  York 

1,662 

2  1 

29 

22 

U 

14 

North  Carolina 

263 

1  9 

37 

22 

1 1 

1  2 

North  Dakota 

1  9 

50 

30 

1  5 

4 

2 

Ohio 

66  2 

1  0 

30 

30 

14 

17 

Ok  I  ahoma 

190 

27 

25 

37 

7 

5 

Oregon 

15  3 

24 

26 

27 

19 

4 

Pennsvtvani  a 

564 

6 

24 

26 

20 

24 

Rhode  Island 

5  7 

0 

16 

56 

19 

9 

South  Carolina 

154 

1  3 

31 

25 

16 

15 

South  Dakota 

24 

36 

15 

23 

11 

14 

Tennessee 

190 

5 

14 

16 

29 

37 

Texas 

973 

4  2 

22 

19 

B 

9 

Utah 

66 

2 

16 

1  1 

61 

10 

Vermont 

23 

1 

24 

40 

22 

13 

Virginia 

168 

3 

13 

30 

25 

29 

Washington 

238 

4 

34 

36 

20 

6 

West  Virginia 

104 

2 

57 

15 

9 

17 

Wisconsin 

208 

1 

19 

32 

29 

19 

Wyoming 

18 

2 

12 

34 

7 

45 

NOTES:   New  payment   rates  are 

set 

budget 

neut  ra  I 

to  current  payment 

levels, 

assumi 

behavioral  offsets; 

rows  may 

not 

sum  to 

1 00   percent  due 

to   rounding.      Providers  h 

weighted  by   total   allowed  charges;    provider   sample  si 

z  e 

may 

affect 

precision  of  t 

estimates    in  smaller 

states; 

boundaries 

used  for 

Medicare  payment 

purposes 

do  net 

correspond  precisely 

to  state 

boundaries 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Dcaionst  ra;  i  ons , 
1988  estimates  based  on  1987  BMAD   provider  file. 


Table  4.8D2 

Distribution  of  Providers   Who   Gain   or   Lose   by  change   in  Medicare   Allowed  Charges, 
by  State   for   HCFA   Additive   Model    with   GPCI    on  Both  Components 


Sample 

Percent  Loss 

or  Gain 

in  Allowed 

Ch  a  r «es 

State 

Size 

<  -  30X 

•30X    to  -10X 

- 10X  to 

10X      10X   to  30X 

>30 

Percent 

of    P  rov  i  der $ 

All  States 

1  2 ,560 

9 

1  8 

2  9 

9  n 

28 

Alabama 

232 

1  4 

23 

2  9 

1  S 

1  o 

20 

Alaska 

22 

5 

9 

68 

0 

9 

Arizona 

161 

a 

23 

4  0 

1  0 

1  1 

Arkansas 

156 

13 

28 

2  0 

9  9 

1  7 

California 

1,261 

9 

22 

34 

9  0 

c  u 

1  5 

Colorado 

139 

8 

12 

1  6 

9  9 

42 

Connec  t  i  cut 

152 

3 

1  4 

28 

T  It 

1  7 

Delaware 

24 

4 

13 

33 

9  c 
C  9 

25 

District   of  Columbia 

137 

3 

14 

2  0 

9  a 

c  o 

34 

Florida 

739 

1  2 

34 

36 

1  1 

6 

Georgia 

281 

1  0 

23 

2  2 

9  e 
£  9 

20 

Hawaii 

93 

9 

25 

43 

<  e 

1  9 

9 

Idaho 

35 

0 

6 

4  0 

«7 

9  f 

1  7 

Illinois 

502 

3 

1  1 

1  8 

1  A 

52 

Indiana 

224 

6 

1  3 

C  1 

32 

Iowa 

102 

7 

1  3 

1  y 

i  9 

1  £ 

50 

Kansas 

78 

6 

1  4 

4  2 

9  1 

1  7 

Kentucky 

172 

9 

1  7 

c  6 

24 

Louisiana  " 

360 

1  3 

1  6 

£  C 

9  ft 

29 

Maine 

67 

6 

16 

y  c 

^  o 

1  6 

Mary  I  and 

151 

6 

16 

i  c 

95 

33 

Massachusetts 

264 

8 

1  3 

24 
ft  ^ 

30 

Michigan 

413 

2 

1  1 

1  9 

9  9 

50 

> 

M 1 nnesota  ' 

90 

7 

9 

c  c 

lb  ■ 

36 

Mississippi 

143 

6 

6 

1  D 

20 

53 

Missouri 

201 

8 

1 4 

1  9 

22 

4  1 

Montana 

62 

1  9 

29 

5  7 

C  f 

1 6 

8 

Nebraska 

73 

5 

1  5 

T  7 

1  0 

33 

Nevada 

36 

3 

4  2 

•T  ■» 

9  9 

8 

1  4 

New  Hampshire 

38 

3 

2  1 

1  A 
1  o 

24 

37 

New  Jersey 

359 

5 

9 

c  0 

^  7 

4  4 

New  Hex  i  CO 

67 

5 

3  0 

9  c 
C  9 

9  1 

1 

1  9 

New   Y  or k 

1  ,  662 

1  2 

20 

9  T 
C  9 

1  7 

28 

North  Carolina 

263 

9 

2  1 

9  ^ 

1  B 

1  s 

28 

North  Dakota 

19 

5 

32 

ct 

9  « 

1  6 

Ohio 

662 

8 

1  6 

9  n 

i  0 

90 
c  u 

35 

Oklahoma 

190 

1  3 

22 

9  9 

1  B 
1  o 

1  5 

Oregon 

153 

2 

1  8 

i  e 

9  K 
i>  9 

1  9 

Pennsylvania 

564 

5 

1  1 

9  n 

9  0 

44 

Rhode  Island 

57 

2 

1  9 

2  6 

J  u 

23 

South  Carolina 

154 

7 

23 

1  6 

1  0 

35 

South  Dakota 

24 

4 

1  7 

25 

90 

25 

Tennessee 

190 

7 

1  3 

IB 

2  4 

38 

Texas 

973 

1  4 

20 

22 

19 

24 

Utah 

66 

5 

14 

20 

20 

42 

Vermont 

23 

9 

9 

30 

22 

30 

Virginia 

168 

6 

1  5 

19 

26 

34 

Wash  i  ngton 

238 

3 

16 

30 

33 

19 

West  Virginia 

1  04 

13 

13 

23 

20 

32 

Wi  scons  i  n 

208 

3  _ 

1  2 

22 

33 

30 

Wyoming 

18 

6 

22 

22 

28 

22 

NOTES:    New  payment   rates   are   set   budget   neutral    to  current   payment    levels,    assuming  no 
behavioral   offsets;    rows  may  not    sum   to   100   percent   due   to   rounding;   provider  sample 
size  may  affect   precision  of   estimates    in   smaller   states;   boundaries   used   for  Medicare 
purposes   do  not   correspond  precisely   to   state  boundaries. 


SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  0 amohs t r a t i ons  , 
1988   estimates  based  on   1987  BMAD   provider  file. 


Table  4.9A1 


Percent  of  Beneficiaries  with  Various  Levels  of  CXit-of -Pocket  Liability 
Under  Various  RBRVS-Based  Inplanentation  Models 


HCFA  Additive  Model  -  No  GPCI 
Current  Balance  Billing  Practices 


Coinsurance  Liability 

$0            $1-100  $101-250  $251-500  $501-1,000  >$1,000 

Cro          22                  54  13  8                   3  * 

RVS           18                  56  15  8                   3  * 

Balance  Bill  Liability 

$0             $1-100  $101-250  $251-500  $501-1,000  >$1,000 

ere          24                  55  11  5                   3  2 

RVS          41                 38  10  4                   3  3 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0            $1-100  $101-250  $251-500  $501-1,000  >$1,000 

ere           —               34  39  14                 8  5 

KVS            —               34  39  14                 7  6 


★Less  than  1  percent  " — "  is  not  applicable. 

Notes:    This  simulation  assumes  no  change  in  physician  assignment  Revs  may 
not  sum  to  100  percent  due  to  rounding.    CTR  is  custonary,  prevailing  and 
reasonable  charge  payment.    RVS  is  relative  value  scale  payment. 

Source:    Health  Care  Firancing  Administration,  Office  of  Research  and 
npimnstrations.    1988  Estimates  based  on  1987  »IAD  beneficiary  file. 


Table  4.9A2 


Percenr  of  Beneficiaries  with  Various  Levels  of  CXrt-of-Pocket  Liability 
Under  Various  RBRVS-Based  Irplenentation  Models 

HCFA  Additive  Model  -  No  GPd 
  120  Percent  Balance  Billing  Cap  

Coinsurance  Liability 

$0            $1-100       $101-250       $251-500      $501-1,000  >$1,000 

Cro          22                 54                13                8                   3  * 

RVS          13                 56                15                8                   3  * 

Balance  Bill  Liability 

SO             $1-100        $101-250       $251-500      $501-1,000  >$1,000 

Cro          24                  55                11                 5                    3  2 

RVS          41    ^             51                 5       -      -^2*                 *  * 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0            $1-100       $101-250       $251-500      $501-1,000  >$1,000 

CFR           —               34                39                14                 8  5 

RVS           —               38                42                12                 7  2 


♦Less  than  1  percent  " — "  is  not  applicable. 

Notes:    Zhls  simulaticn  assumes  no  c±ange  in  physician  assignment.  Ra»s  may 
not  sum  to  100  percent  due  to  rounding.    CTO  is  customary  prevailing  and 
reasonaDj.e  cnarge  payment.    RVS  is  relative  value  scale  payment. 

Source:    Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstraticns.    1988  Estimates  based  on  1987  EMAD  beneficiary  file. 


Table  4.9B1 


Peipcent  of  Beneficiaries  with  Various  Levels  of  CXit-of -Pocket  Liability 
Under  Vaorious  RBRVS-Based  Implementation  Models 

HCFA  Additive  Model  -  GPCI  on  Overhead  Costs 
current  Balance  Billing  Practices 

Coinsurance  Liability 

$0  $1-100        $101-250       $251-500      $501-1,000  >$1,000 

ere  22  54  13  8  3  * 

KVS  18  56  15  8  3  * 

Balance  Bill  Liability 

$0  $1-100        $101-250        $251-500      $501-1,000  >$1,000 

CFR  24  55  11  5  3  2 

RVS  41  39  10  4  3  4 

Total  Liability  -  Deductible,  Coinsurance  and  Balaroe  Billiirj 

$0  $1-100       $101-250       $251-500      $501-1,000  >$1,000 

ere  —  34  39  14  8  5 

KVS  —  34  39  14  7  6 


*Lbss  than  1  percent  " — "  is  not  applicable. 

Notes:    This  simulation  cissumes  no  change  in  physician  eissignment.  Rows 
iray  not  sum  to  100  percent  due  to  rcunding.    cre  is  custcraiy,  prevailing, 
and  reasonable  charge  payment.    RVS  is  relative  value  sccQe  payment. 

Source:    Health  Care  Financing  Administration,  Office  of  Pesearch  and 
Demonstrations.    1988  Estijnates  based  on  1987  EMAD  beneficiary  file. 


Table  4.9B2. 


Pexrsent  of  Beneficiaries  with  Varicxas  Levels  of  CXit-of-Pocket  Liability 
Under  Various  REKVS-Based  Iiiplementation  Models 

HCFA  Additive  Model  -    GPCI  on  Overhead  Costs 
120  Percent  Balanoe  Billing  cap 


Coinsurance  Liability 

$0  $1-100  $101-250  $251-500  $501-1,000  >$1,000 

CFR  22  54  13  8  3  * 

RVS  18  56  15  8  3  * 


Balance  Bill  Liability 

$0  $1-100  $101-250  -     $251-500  $501-1,000  >$1,000 

CFR          24  55  11  5  3  2 

RVS          41  52  5  2  *  * 

Total  Liability  -  Deductible,  Coinsurance  and  Balanoe  Billing 

$0  $1-100  $101-250  $251-500  $501-1,000  >$1,000 

ere            —  34  39  14  8  5 

RVS            —  38  42  12  6  1 


*Less  than  1  percent  " — "  is  not  applicable. 

Notes:    This  simulation  cissumes  no  change  in  physiciam  assignment. 
Rcws  may  not  sum  to  100  percent  due  to  rounding.    CFR  is  custcxtary, 
prevailing,  and  reasonable  charge  payment.    RVS  is  relative  value  scale 
payment. 

Scurce:    Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.    1988  Estiuates  based  on  1987  aiAD  beneficiary  file. 


Table  4.9C1 


Percent  of  Beneficietries  with  Various  Levels  of  Out-of-Pocket  Liability 
Under  Various  RBRVS-Bcised  Iirplementation  Models 

HCFA  Additive  Model  -  GPCI  on  Both  Cuiipunents 
Current  Balcince  Billing  Practices 


Coinsurance  Liability 

$0  $1-100  $101-250  $251-500  $501-1,000  >$1,000 

Cro  22  54  13  8  3  * 

RVS  18  56  15  8  3  * 


Balance  Bill  Liability 

$0  $1-100  $101-250       $251-500  $501-1,000  >$1,000 

CPR  24  55  11  5  3  2 

RVS  41  40  10  "         4  3  4 


Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0  $1-100        $101-250       $251-500      $501-1,000  >$1,000 

CEl^  —  34  39  14  8  5 

RVS  —  34  39  15  7  6 


*Lbss  than  1  percent  " — is  not  applicable. 

Notes:    This  simulation  assumes  no  change  in  ph\'5ician  assignnent. 
Rcvrs  may  not  sum  to  100  percent  due  to  rounding.    CPR  is  custonary, 
prevailing  and  reasonable  charge  payment.    RVS  is  relative  value  scale 
payment. 

Source:  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.    1988  Estiitates  based  on  1987  EMAD  beneficiary  file. 


Table  4.9C2 


Pexicent  of  Beneficiaries  with  Various  Levels  of  Oit-of -Pocket  Liability 
Under  Vcirious  REf?VS-Based  Iirplementation  Models: 

HCFA  Additive  Model  -  GPCI  on  Both  OcsTpcnents 
120  Percent  Balance  Billiijg  Cc^ 

Coinsurance  Liability 

$0  $1-100        $101-250       $251-500      $501-1,000  >$1,000 

Cro  22  54  13  8  3  * 

RVS  18  56  15  8  3  * 

Balance  Bill  Liability 

$0  $1-100       $101-250       $251-500      $501-1,000  >$1,000 

cm  24  55  11  5  3  2 

RVS  41  52  5  2  *  * 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0  $1-100        $101-250       $251-500      $501-1,000  >$1,000 

Cro  —  34  39  14  8  5 

RVS  —  39  42  12  6  1 


*Lbss  than  1  percent  " — "  is  not  applicable. 

Notes:    This  similation  assumes  no  change  in  physician  cissignment.  Rows 
iray  not  sum  to  100  percent  due  to  rounding.    CTO  is  custcrary,  prevailing, 
and  reasonable  charge  payment.    RVS  is  relative  value  scale  payinent. 

Soiree:    Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.    1988  Estimates  based  on  1987  EMAD  beneficiary  file. 
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APPENDIX  A 

How  Msdicare  Determines  HiYsicicin  Payments 

Medicare  currently  pays  for  physician  services  on  a  fee-for^-servioe 
basis  kncwn  as  the  custoonary,  prevailing,  and  reasonable  ciiarge  system. 
Medicare  annually  pays  about  400  million  claims  for  physicians'  services 
to  about  500,000  different  physicians  for  over  7,000  different  service 
codes.    Under  this  ^rstan,  payment  is  based  chi  the  charge  that  Medicare 
deems  reasonable  for  the  service.    Medicare's  reasoiable  or  cdlowed  charge 
for  a  service  provided  is  the  lowest  of  the  actual  charge  sufcniitted  by  the 
physician,  the  physician's  custcmary  charge  (the  physician's  median  charge 
for  the  service) ,  or  the  prevailing  charge  in  the  locality  (75th 
percentile  of  charges  for  all  physiciars  in  the  area  providing  the 
service) . 

Since  Medicare  began,  a  large  number  of  limits  and  other  adjustments 
have  been  iitplemented  that  modify  this  basic  ^jproach  for  determining 
payments.    For  exairple,  as  a  result  of  rapidly  rising  fees.  Congress,  in 
1972,  limited  increases  in  Medicare  prevailing  charges  to  a  MBdica2re 
Econcanic  Index,  v^iich  reflects  increases  in  physicians'  office  practice 
costs  and  earnings  in  the  genereil  ecmcray  (P.L.  92-603)  and,  in  the 
Omnibus  Budget  Reconciliation  Act  of  1987  (P.L.  100-203) ,  CJcaigress 
inplemented  payment  reductions  on  11  selected  surgical  procedures. 

If  the  beneficiary  receives  a  service  from  a  physician  v*io  acc^Dts 
Medicare's  reasonable  charge  as  payment  in  full,  the  beneficiary  can 
"assign"  Medicare's  payment  to  the  physician.    In  this  case,  if  the 
jdiysician  wishes  to  "bcilance  bill,"  i.e.,  receive  a  payment  greater  than 
the  Medicare  cdlcv^  charge,  then  the  physician  itust  bill  the  patient  for 
the  entire  amount.    For  these  "unassigned"  services,  the  beneficicu^  is 
reimbursed  on  the  basis  of  the  reasonable  chcurge  by  the  Medicare  program. 

Physicians  can  participate  in  the  Medicare  program  in  two  ways.  Ihey 
can  beccroe  "pcurtiicipating  physicians"  vAiereby  they  agree  to  accept 
assignment  for  all  services  rendered,  or  they  can  be  "nOTparticipating" 
vrtier^Dy  they  have  the  flexibility  to  accept  assignment  an  a  claim-by-claim 
basis.    In  either  case,  the  beneficiary  is  re^xxisible  to  the  physician 
for  the  $75  annual  deductible  and  for  20  percent  of  the  reasonable  charge 
as  a  cc^yment. 

Exo^jt  for  the  fee  freeze  period  vAien  Medicare  actucil  charges  for 
nonparticipating  physicians  were  frozen  at  levels  in  effect  during  the 
;^ril-\June  1984  quarter  of  1984,  there  have  not  been  any  limits  on  the 
amount  physicians  could  achial  ly  charge  beneficiaries  until  the  recent 
iirplementation  of  the  maximum  edlcwable  actual  charge  (MAAC)  for 
nonparticipating  physicians.    Since  January  1,  1987,  a  MAAC  is  ccnputed 
for  each  service  provided  by  eadi  nonparticipating  physician  and  is 
updated  annually. 
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APPENDIX  B 

Technical  Dxaxmentation  for  HCJA  RV5  Similations 
Bcisic  Methods 

1.  Part  B  Medicare  Annual  Data  (EMAD)  procedure  file  (1987) ,  beneficiary 
file  (1987)  and  provider  file  (1986  by  the  Center  for  Health  Eomonics 
Research  (CHER)  and  1987)  provided  basic  data.    Ihe  procedure  file  is 
a  100  percent  sanple.    The  provider  file  is  a  5  percent  sanple. 

2.  Data  included  in  the  sinulaticns  were  limited  to  the  procedures  for 
vAiich  Harvard  has  created  RBRVS  values  and  the  ^jecialties  covered  by 
the  initial  Harvard  RBRVS  project. 

3.  Anesthesia  (Anesthesiologists  and  QteiI  Surgeons)  were  excluded. 
Rheumatologists  are  not  s^arately  identified  by  KTA  data  so  are 
included  with  intemcil  medicine. 

4.  Various  edits  were  performed  on  specific  files. 

A.  Provider  file  —  the  providers  having  less  than  $100  for  the 
yecir  in  Medicare  ctllcv^  charges  were  deleted. 

B.  Beneficiciry  file  —  no  ^)ecied  edits. 

5.  For  most  simulaticaTS^  charge  data  were  aged  to  1988.    Frequency  of 
services  were  not  adjusted. 

6.  Beneficiary  file  estimates  were  derived  fitxxn  a  1  percent  sanple,  and 
then  cross-checked  against  a  replicated  1  percent  sanple. 

7.  Estimates  derived  from  the  three  base  files  were  cross-checkBd  for 
reasonableness-  by  conparing  totcLL  dollars  and  average  edlcMed  charges 
for  procedures. 

8.  The  fundamenteil  estimate  in  most  ansdyses  ccnpares  the  1988  estimates 
of  Medicare  allowed  charges  (and  related  submitted  charges  if 
relevant)  with  payments  that  would  be  yielded  by  a  Harvard  RBRVS  based 
fee  schedule  or  sane  variant. 

9.  Besides  the  Harvard  multiplicative  model  (work  *  opportunity  cost 
factor  *  practice  cost  factor) ,  several  additive  models  (work  * 
cpportunity  cost  plus  overhead  cost  factor)  were  used.    For  the 
additive  models,  allowed  charges  (AC)  were  split  into  allcwed  charges 
for  each  of  the  two  additive  factors.    Tab  A  provides  the  formula  used 
to  determine  AC  under  each  model. 

10.  Calculations  were  also  made  with  or  without  geogrc^iiic  practice  cost 
indexes  (Od)  applied  to  the  multiplicative  model  and  one  or  both 
ccaonponents  in  the  additive  model  (for  instance,  one  HCEA  model  applies 
a  GPCI  only  to  the  overhead  cost  factor  for  each  procedure) . 
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11.  The  procedure  file  yielded  estimates  at  the  procedure,  ^Decialty  and 
locality  level.    To  estimate  volume  changes,  hcwever,  the  change  in 
totcil  Mediccure  cLLlo*!^  charges  (for  the  studied  procedures)  for  each 
sanple  practice  was  estimated  using  the  provider  file.  For 
beneficiciry  cost-sharing  estimates,  edl  bills  (for  studied  procedures) 
provided  to  a  sanple  beneficiary  during  the  year  v^ere  considered. 

12.  The  allcwed  charges  under  RBRVS  were  estimated  by  first,  calculating 
the  number  of  RBRVS  units  under  each  payment  model  and  dividing  that 
sum  into  the  ccnparable  current  Medicare  1988  estimates  of  volume 
wei^ted  cillcMed  charges.    This  yielded  a  conversion  factor  (dollar 
amcunt  per  relative  value  unit)  that  could  be  used  to  ccarvert  each 
procedure's  RBR7  unit  Vcilue  into  an  edlowad  charge. 

13.  Conversion  factor  estimates  vary  from  model  to  model  because  aggregate 
RBRVS  vary  according  to  the  formila  used  and  any  volume  assunptions. 

14.  Budget  neutral  conversion  factor  estimates  were  made  at  nationzil, 
locality  and  specialty  levels  when  appropriate.    (An  exairple  of  a 
rather  inplausible  option  would  be  a  model  that  combined  a  GPCL  with 
locality-specific  budget  neutrcil  factors.) 


Model  Name 

1.  Harvard 
RBRVS 

2.  PFRC 
ADDITIVE 

3.  HCEA 
AHDrnVE 
NO  GPd 


Models  for  Calculating  Procedure  Relative  Values 

Fonmla 

AC=  (TW)  *  ( 1+RPC)  *  ( 1+AST)  *CF 
AO[  ('IW*CFW)  +  (PC*G*OCF)  ] 

AO=[  (TW)  *  (1+AST)  *WCF]+ (IW^fcOCFg) 


4.  HCFA 

AODrnVE  GPd 
ON  BOTH 
OCMPC»liNIS 


AC=  [IW*IK)Fi*WCF*  ( 1+AST)  ] + ('IW*GPClQH*OCFg) 


5 .  HCFA  AO [TW*WCF*  ( 1+AST)  ] + ('IW*GPCIcu*OCFg) 
AEOmVE  GPd 

OH  OVEKIEAD  COSTS 

6.  Charge  Based     AC=4^Ana^AL  AVERAGE  MEDICARE  AUXWED  CHAR3E 
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DefinitioTs 


REKVS  =   Rescxiroe-Based  Relative  Value  Scale 
AC       =   AllcwBd  Charge  under  Model 

1W      =   Total  Work  (Harvard  Estimate)  -  (Procedure  Specific) 

RFC     =   Relative  Practice  Costs  (Harvard  Estimate)  -  (Specialty  Specific) 

AST     =   Amortized  Opportunity  Costs  of  Specieilty  Training  (Harvard 

Estimate)  -  (Specieilty  Specific) 
CF      =    Budget  Neutral  Conversion  Factor 
PC      =   Estimated  Practice  Costs  (PFRC  Estimate) 
G        =   Geographic  Adjuster  (PERC  Estimate) 
CCF     =   Cost  Conversion  Factor  (PFRC) 
CFW     =   Work  Conversion  Factor  (PFRC  Estimate) 
OCFg  =   Overhead  Conversion  Factor  (Speciedt^-Specific) 

p=l,P  l|l,L  ([ALDC^i  *  (PCg)]  *  ALLCWEDSERVpi) 


WCF 


p=l  P  1=^  L  *  AUiDWEDSERVpj^) 
=  wK^k'  CoiT74rsion  Factor 


'plsJ 


P=1,p1=1,L  s=1,s(1W*(1+AST)*  AII£m}SER7pis) 

GPCI  =  Geogrc^jhic  Practice  Cost  Index 
GPCI(^  =  GPd  Overhead  Index 

PE^DF  =     Index  of  1979  Median  Hourly  Wage  for  Workers  in  Professicml 
Specially  OocipaticMTs  with  5  or  more  years  of  College  (Census) 

(Specialty-Specific) 
P  =  Procedure 
S  =  Specieilty 
L  =  Locality 

MICM  =  Alleged  Charges  under  Current  System 

PCg   =  Practice  Cost  Percentage  (Specisdty-Specific) 

ALLCWEDSER7  =  Allowed  Services 

Refined  Geographic  Practice  Cost  Index  (GPd)  Models 

Model  Name  Forrniila 

1.  GPd  Professional  Index 

GPd_FRDF  =  .542*IWDF  +    .157*STAFF  +  .lll*RENr  +  .056*MI  +  .142 

2.  GPd  Managerial  and  Professional  Index 

GPd_MP     =  .542*MP     +    .157*STAFF  +  .lll*RENr  +  .056*MI  +  .142 

3.  GPd  HCFA  Wage  Index 

GPd_WAGE  =  .542*WftGE  +    .157*STAFF  +  .lll*RENr  +  .056*MI  +  .142 

4.  GPd  Per  C^ita  Index 

GPd_PCAP  =  .542*PCAP  +    .157*STAFF  +  .lll*RENr  +  .056*MI  +  .142 

5.  GPd  No-Variation  Index 

GPd_NCfVR  =  .542*1       +    .157*STAFF  +  .111*REOT  +  .056*MI  +  .142 
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6.    GPd  Overhead  Index 

GPCI_Overtiead    =  .352*STAFF  +  .238*RElir  +  .120*Mr  +  .305 

DEJ^'INITICTJS 

PRDF        Index  of  1979  Median  Hourly  Wage  for  Worioers  in  Professicncil 
Specicilty  CXxi?>atio9TS  with  5  or  more  years  of  CJollege  (Census) 

STAFF      Index  of  1979  Median  Hourly  Wage  for  Administrative  Su^^xjrt 
Workers,  Ifealth  Technologists  and  Techs,  and  Registered 
Nurses (Census) 

RENT        Index  of  1987  HUD  Feiir  Market  Rent  for  4-Bedrocni  Pipt 

MI  Index  of  1985-86  state-average  medical  malpractice  insurance 

premium  for  100,000/300,000  mature  clcdms-made  coverage 

MP  Index  of  1979  Median  Hourly  Wage  for  workers  in  Managerieil  and 

Professioneil  Specialty  Occupations  with  4  or  more  yeeirs  of 
College  (Census) 

WAGE        Index  based  an  HCFA  Gross  Ho^ital  Wage  Index 

PCAP        Index  of  1980  Per  Capita  Inocrae 
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APPENDIX  C 


Geographic  Practioe  Post  Indioes 


In  the  Cnmibus  Budget  Reoonciliaticn  Act  of  1986,  the  Secretary  was 
required  to  develop  and  eissess  cin  interim  index  to  measure  "justifiable" 
geogr^Dhic  differences  in  physicians'  costs  of  providing  services  ty 
January  1,  1988  and  a  refined  index  suitable  for  adjusting  relative  value 
and  fee  schedules  by  December  31,  1989.    In  as  much  as  the  RBRVS  is  based 
on  resource  costs,  and  because  costs  of  sane  resources  vary  frcm  one 
geographic  area  to  another,  it  is  inportant  to  consider  how  RBRVS-based 
payments  mi^t  ^prcjpriately  be  adjusted  fron  om  geographic  area  to 
another. 

The  customary,  prevailing,  and  reasonable  payment  system  throu^  its 
use  of  loccd  prevailing  ciiarges  generally  provides  hi^ier  payments  for 
services  rendered  in  areas  vdiere  the  costs  of  prcictioe  and  living  cure 
hitler,  cilthou^  variaticxis  in  payments  do  not  appear  to  adhere  closely  to 
these  differences  in  costs.    Any  RVS  could  be  isplanented  in  such  a  way  as 
to  rou^ily  preserve  the  current  geogr^liic  differences  in  payment  throuf^ 
calculating  a  loccility  specific  conversion  factor  so  that  the  totsd  level 
of  payments  to  that  loccility  would  be  unchanged.    An  alternative  would  be 
to  adjust  the  national  fee  schedule  with  a  Geographic  Practice  Cost  Index 
(GPCI) .    A  GECI,  on  the  other  hand,  meeisures  differences  in  the  levels  of 
physicians  cost  of  providing  services  in  different  geogrs^iiic  areas. 

Inputs  to  a  GPCI.  A  GPd  should  reflect  geographic  differences  in  the 
"marketbasket"  of  resource  inputs  needed  to  operate  a  physician's 
practice.    These  mi^t  include: 


These  categories  or  input  prices  are  ccnbined  in  the  GPd  by  the 
national  cost  shares  that  are  the  ratio  of  costs  to  total  practice  inoone 
(cost  shares  or  weights)^.    Ihe  last  three  categories  have  national 


■hliese  ccnponents  are  the  same  as  those  used  in  the  construction  of 
the  Medicare  Economic  Index  (MEI) .    However,  the  cost  shares  used  in  the 
construction  of  the  GPds  differ  frcm  those  used  in  the  MEI.    Althcu^  the 
MEI  is  i:pdated  regularly,  the  cost  shares  have  not  been  i^xJated  since 
1977.  Ihe  cost  shares  used  in  the  construction  of  the  refined  GPds  that 
are  used  in  this  r^xart  are  based  upon  more  current  data  and,  thus, 
differ  frcm  the  MEI  cost  shares. 


Input  Components 


Percentage  of  1987 
Practice  Costs  fAMA's  SMS) 


Physicians  Own  Time  (Net  Income) 
Nonphysician  Enployee  Wages 
Office  Rents 
Malpractice  Insurance 
Medical  Si:pplies 
Medical  Eguipooent 
"Other"  Esqjenses 


54.2  % 
15.7  % 
11.1  % 
5.6  % 
5.0  % 
2.4  % 
6.0  % 
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markets  and  are  assigned  national  average  cxDst  shares  and  constant  input 
prices  of  1  in  the  GPCI  (s) . 


Index  Form.  The  index  form  most  oanmcxily  used  in  the  Government  eind 
pixposed  for  the  GPds  is  ccLLled  a  laspeyres  Price  Index.    It  measures  the 
cost  at  cin  cirea  level  of  purchcising  a  natioral  maurketbasket  of  resources 
relative  to  the  average  naticnELL  costs  of  purchasing  the  same  maikethasket 
of  resources.    Techniccilly,  this  fonnula  is  the  sum  of  the  area  prices 
times  the  naticaial  cost  shares  divided  by  the  sum  of  the  wei^ts  nationcil 
prices  times  the  naticsial  shares.    Laspeyres  indices  require  r^sasing  at 
regular  intervals  in  order  to  capture  changes  in  the  cost  shares.    If,  for 
exairple,  the  percentage  of  a  physician's  office  costs  that  are  spent  on 
malpractice  insurance  is  rapidly  changing,  that  would  require  the  cost 
shares  to  be  reccsrputed.    Laspeyres  indices,  also,  do  not  capture 
differences  in  prices  that  are  due  to  differences  in  quality  —  again 
because  of  the  fixed  national  cost  shares. 

Geographic  Unit.  Idecilly,  the  geogr^ahic  cirea  for  v*iich  the  GPCI(s)  is 
cxxTpjted  should  correspond  to  the  market  areas  in  v^ch  physicians 
purchase  their  inputs.    Geographic  ar^eas  should  meet  scroevtot  ccaiflicting 
criteria:  first,  the  areas  should  be  defined  so  that  the  physicians  within 
the  area  face  the  same  set  of  input  prices;  seccxid,  areas  should  be 
self-ccaitcdned  to  minimize  border  crossing;  and  third,  areas  should  be 
ccBDipatible  with  current  administrative  areas  (e.g. ,  carrier  loccLLities) 
for  ease  of  iirplementatiCTi.    Qxmties  and  zip  code  areas  fit  with  the 
first  criterion  but  are  so  small  that  they  mi^t  inpose  arbitrary 
divisicais  and  create  c:^:portunities  for  physiciam's  to  "game"  the  system. 
Metropolitan  Statistical  Areas  fit  the  first  two  criteria,  but  are  not 
particularly  related  to  Medicare  carrier  localities.    Carrier  localities 
cire  operationally  desirable  for  their  ease  of  inDpleonentation,  but  the 
definition  of  localities  varies  from  carrier  to  carrier  and  in  many  cases 
they  do  not  fit  the  first  two  criteria.    State  or  regions  for  the  most 
part  would  often  meet  the  second  criterion  of  limiting  border-crossing 
opportunities,  but  not  the  first  since  there  may  be  more  cost  variaticai 
within  such  areas  than  among  them. 

Cost  Shares  (Weights) .  As  discussed  earlier  in  the  summary,  a  GPCI  is 
caaorposed  of  estimates  of  the  local  prices  of  the  index  ccnponents  wei^ted 
by  the  national  cost  shares  of  the  index  ccnpments.    A  GPd  is  valid  only 
if  the  relative  wei^ts  are  correct.    There  is  seme  enpirical  evidence  to 
suggest  that  the  relative  cost  shares  are  not  uniform  across  i^jecialties 
and  acro^  geogre^shic  areas.    It  mi^t  be  desiredsle  to  have  separate 
practice  costs  shares  for  different  ^jecialties  since  ^jecialties  can 
produce  very  different  outputs  and  may  be  enploying  different  mixes  of  the 
categories  of  resources.    Further,  the  mix  or  distribution  of  specialists 
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varies  frcm  area  to  area.    An  examination  of  the  cost  shares  by  ^jecicdty, 
hcwever,  shews  that  most  ^)ecialties  face  similar  sets  of  costs  with  only 
radiologists,  anesthesiologists,  pathologists,  and  psychiatrists  differing 
to  any  degree.    Moreover,  studies  by  the  Urban  Institute  eatl  others  have 
shewn  that  using  specieilty  ^)ecific  cost  shares  have  little  iiipact  on  the 
values  of  the  GPds.    There,  also,  may  be  an  eirgument  for  having  an  urban 
and  rural  set  of  wei^ts,  since  there  may  be  costs  cissociated  with 
maintaining  a  rural  practice  that  are  not  present  in  an  urban  practice. 
For  exairple,  a  physician  in  a  rural  area  may  need  to  maintadn  capitcil 
equipment  such  as  x-ray  maehinery  that  is  not  necessary  in  urban  areas. 
In  addition,  mral  practices  can  rarely  achieve  the  size  and  coisequent 
economies  of  sccile  that  are  possible  in  urban  areas.    Ifecilth  Care 
Financing  Administraticai  (HCFA)  grantees  —  Ihe  IWaan  Institute  and  the 
Center  for  Heeilth  Econcmics  Research  (CHER)  —  are  studying  this  problem 
and  will  disrnss  it  in  their  final  report. 

Input  Price  Measures.  In  the  GPCI(s) ,  the  same  resource  categories  are 
used  for  the  local  price  measures  as  for  the  wei^ts.    The  resource 
category  of  the  valuation  of  physician's  own  time  (net  inoeroe)  is  the 
single  most  inportant  item  in  the  ccaistruction  of  the  GPd,  representing 
54  percent  of  practice  costs. 

Physician's  Own  Time.    The  fundament2Ll  reascxi  for  acikneiwledging  eirea  cost 
differences  in  this  potential  ccxapanent  wculd  be  to  ccnpensate  physicians 
at  the  same  recil  rate  across  the  nation  (i.e.,  adjusted  for  the  cost  of 
living  in  the  area) .    This  may  be  a  preferable  option  if  the  desire  is  to 
coDopensate  physicians  equitably  across  eirecis  —  to  "level  the  playing 
field."   There  are  several  potenticd  ways  to  measure  this  price  and 
choosing  a  proxy  for  this  category  hinges  on  our  understanding  of  hew 
locational  decisions  are  made  by  physicians. 

Since  physicians  are  free  to  woric  vAiere  they  desire  and  at  the  job  of 
their  choice,  the  physician's  time  must  be  purchased  in  a  nationsd 
market.    Althou!^  payments  for  physician  services  may  be  distorted 
relative  to  the  payments  for  physician  services  that  would  occur  in  a 
fully  ccnpetitive  market,  many  of  the  factors  that  determine  vdiere 
physicians  practice  and  hew  much  tiine  they  work  are  those  of  a 
conventicMial  market.    They  are  likely  to  select  sites  that  provide 
monetary,  emotional,  socied,  and  or  intellectual  rewards  that  meet  their 
personal  needs.    For  a  physician,  the  relation  between  income  and  cost  of 
living  is  clearly  one  f2K±or  influencing  the  decision  on  vihere  to 
practice,  but  other  factors  are  probably  inportant  as  well,  including 
opportunity  to  share  work  with  other  physicians,  a  si^jportive  practice 
environment,  and  the  social,  educational,  and  physical  opportunities  of 
the  location.    Thus,  vMle  cost  of  living  influences  the  physician's 
decision  on  v*iere  to  locate,  it  is  not  clear  that  cost  of  living  is 
determining;  many  v*io  have  studied  physicicui  shortages  believe  that 
attracting  physicians  to  shortage  areas  will  be  difficult  even  if  net 
income  bears  the  same  relaticaiship  to  cost  of  living  in  shortage  areas 
that  it  does  in  areas  vdiere  physicians  are  plentiful.    Further,  attracting 
physicians  to  live  in  rureil  areas  may  be  difficult  because  the  conditions 
of  practice  (solo  practice,  long  hours,  and  inability  to  ^)ecialize)  are 
stressful  and  physicians  do  not  like  living  in  isolation  from  professiaial 
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colleagues  and  the  amenities  of  city  life.  This  argues  that  basing  the 
measure  of  physician's  own  time  on  cost-of-living  would  overocn|3ensate  the 
high  cost-of-living  areas  and  underocrapensate  the  low  cost-of-living 
areas.    Moreover,  there  are  no  available  cost  of  living  data  that  measure 
variaticHi  across  all  areas  of  the  country,  and  the  accuracy  of  the  values 
of  any  of  the  available  cost-of-living  indices  is  questicaiable. 

A  solution  to  this  problem  is  to  use  mscisures  of  earnings  that 
incorporate  both  cost  of  living  data  and  amenities.    There  are  a  nuntoer  of 
potential  earnings  data  proxies  based  on  Census  data  such  as  the  hourly 
earnings  of  professionals,  hourly  earnings  of  professionals  and  managers, 
the  hourly  earnings  of  all  workers,  hourly  eeimings  of  all  vAiite  oolleir 
workers,  and  measures  based  on  per  cc^ita  inocne,  and  HCFA  wage  index. 
Ihe  argument  for  using  the  first  two  proxies  is  to  model  the  geographic 
differences  in  physician's  own  time  by  a  groi?)  with  similar  tastps  and 
preferences.    Ihe  central  weakness  with  this  argument  is  that  if  there  is 
less  demand  for  other  professicaials  in  a  particular  area  than  for 
physicians  then  the  payment  determined  fron  the  earnings  of  other 
professionals  may  not  be  sufficient  to  attract  an  adequate  number  of 
fiiysicians.    The  latter  proxies  are  based  cai  an  equity  or  leveling 
argument  • —  viiy  should  physicians  be  treated  arc/  differently  than  the 
average  citizen.     The  cost  of  living  and  locational  preferences  for  an 
average  citizen,  hcwever,  may  not  be  a  good  prcoc/  for  the  cost  of  living 
and  amenity  preferences  of  physicians  and  any  adjustments  based  on  these 
proxies  mi^t  lead  to,  at  the  very  least,  inappropriate  payments. 

Overhead  Costs.    In  the  GPds  developed  by  the  Urban  Institute  and  CHER 
there  are  three  overhead  ccxtponents  that  have  loccd  price  measures: 

Employee  wages  as  measured  by  the  median  hourly  earnings  of  workers  in 
administrative  si^jport,  health  technologist,  and  registered  nursing 
oocL?3ations  fron  the  1980  Census.    The  Urban  Institute  and  C3ffiR  are 
examining  ways  to  update  this  proxy,  but  any  adjustment  will  only  be 
^sproximate  and  based  on  broad  regional  patterns. 

Office  rents  that  are  beised  on  the  HUD  e^aartanent  "fedr  market  rents." 
This  series  only  includes  residenticil  data  and  if  the  geographic  level 
of  prices  is  different  for  ccninercicd  ocnpared  to  residentizd  rents, 
the  results  will  be  biased  in  sane  unknown  way.    This  series,  because 
of  rent  control,  is  clearly  problematic  for  New  Yoric  City. 

Malpractice  insurance  premiums  as  measured  by  estimates  of  actual 
esqjenses  for  $100,000/$300,000  of  professional  liability  coverage  frcm 
the  HCEA  Survey  of  Malpractice  Insurers  wei^ted  by  ^secicilty.  Since 
these  data  are  for  a  limited  and  now  soonevAiat  unocnncH^  coverage 
option,  it  may  not  reflect  the  true  unknown  geogr^iiic  price 
dispersion  of  all  malpractice  coverage. 

There  is  scane  debate  as  to  v*iether  a  measure  of  physician's  cwn  time 
should  be  included  in  the  construction  of  the  GPd.    There  is  seme  feeling 
that  including  this  measure  would,  in  seme  way,  disadvantage  rural  areas 
and,  further,  that  the  government  does  not  adjust  enployee  scilaries  or 
social  security  payments  for  cost  of  living  and  amenities  in  any  other 
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areas.    However,  this  policy  would  pay  physicians  only  nominally  the  same 
and  it  would  be  very  different  in  real  terms.    This  issue  warrants  further 
ccHisideration . 

Update  Factors.    Since  the  price  measure  for  physicians  own  time  and 
enployee  wages  are  bcused  cn  1980  data,  they  may  not  reflect  current 
geogr^3hic  cost  differences.    Update  factors  for  these  ccnpcnents  mi^t  be 
cjjtained  from  other  more  recent  but  more  aggregated  data  sources  such  as 
the  Consumer  Price  Index,  the  Current  Population  Survey,  or  the  Area  Wage 
Survey  (for  enployee  wages,  only) .    Ihe  proposed  i^xiate  factors  frcro  the 
different  sources  appear  to  be  consistent  in  direction  and  effect,  but 
further  stuc^  is  needed  to  determine  their  desirability. 
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APPENDIX  D 

Alleged  Charges  bv  HCPCS  for  Additive  RV5  Models 
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Appendix  E 

Allowed  Charges  for  Selected  Anesthesia  Procedures 

^pendix  D  does  not  include  payment  amounts  for  anesthesia  codes.  Vfliile 
the  Harvard  stud/  generated  relative  work,  vcdues  for  19  cinesthesia 
procedures,  it  was  not  possible  to  generate  cLLloMed  charge  amounts  for 
these  procedures  since  the  Part  B  Medicare  Annucil  Data  (EMAD)  procedure 
file  did  not  record  the  nuntoer  of  procedures  provided. 

The  prcblem  of  generating  eillcwed  charges  for  anesthesia  was  further 
ccsnoplicated  by  the  fact  that  carriers  pay  for  anesthesia  services  by  using 
Current  Procedural  Terminology  surgery  codes  rather  than  anesthesia 
codes.    This  problem  was  solved  by  crosswal]dng  these  19  anesthesia  codes 
to  over  500  surgery  codes.    To  generate  the  frequency  of  anesthesia 
procedures,  the  1987  EMAD  beneficiary  file  was  used  under  the  assurrpticai 
that  each  claim  for  anesthesia  represented  one  procedure.    By  using  this 
method  it  was  also  possible  to  ccopute  mean  cLllowed  charges  under  the 
current  payment  systaa. 

Current  anesthesia  allowed  charges  by  procedure  were  ccnpared  to 
allOfi^ed  charges  under  the  follcvdng  additive  model: 

AUiDWED  C3iARGE  =  ( (TW*(1+AST) )  *WCF)  +  Overhead  Pass  Throu^^ 
vdiere: 

TW  is  total  work  for  the  procedure, 

AST  is  the  opportunity  cost  factor, 

WCF  is  the  ccnversicn  factor  for  woric  based  upon 

ncxi-anesthesia  budget  neutral  payments  (approxiinately 
28  cents) ,  cind 

Overhead  Pass  Ihrou^  is  the  practice  cost  payments  equal 
to  44.1  percent  of  current  allowed  charges  for 
services  for  anesthesiologists. 


The  estimated  allowed  charges  for  the  anesthesia  procedures  are  presented 
in  Table  E.l. 


■4his  model  is  similar,  but  not  identical,  to  the  HCFA  additive 
model  without  a  Geogrc^iiic  Practice  Cost  Index.    It  is  also  similar,  but 
not  identical,  to  the  Physician  Payment  Review  Oonmission's  additive 
model. 
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Table  E.l 


Allowed  Charges  Under  Additive  RVS  Mcxiel  for  Anesthesia 
Procedures  Surveyed  by  Harvsurd  RBRVS  Study 


Anesthesia 
code 


Total 

105915 

28863327 

23692452 

-5170874 

-17.9 

00142 

36674 

7202752 

6002571 

-1200181 

-16.7 

00210 

1023 

491740 

443151 

-48589 

-9.9 

00350 

2426 

1005956 

830979 

-174977 

-17.3 

00404 

2083 

527715 

439434 

-88281 

-16.7 

00562 

5643 

4774599 

3676095 

-1098504 

-23.0 

00770 

1331 

786452 

699914 

-86539 

-11.0 

00790 

10277 

2969008 

2329197 

-639811 

-21.6 

00806 

574 

109313 

83371 

-25942 

-23.7 

00840 

11521 

3489584 

3126136 

-363448 

-10.4 

00850 

34 

7483 

7060 

-422 

-5.6 

00910 

11062 

1559542 

1080255 

-479286 

-30.7 

00914 

11442 

2398683 

2047397 

-351287 

-14.6 

00940 

2607 

313438 

222055 

-91383 

-29.2 

01210 

1742 

474997 

425322 

-49675 

-10.5 

01214 

3478 

1382683 

1177619 

-205064 

-14.8 

01270 

2273 

1056913 

849815 

-207098 

-19.6 

01382 

1725 

312468 

252081 

-60387 

-19.3 

SCXJRCE:  Health  Ccire  Financing  Adndnistration,  Office  of  Research  and 
Demonstrations.    1987  EMAD  beneficiary  file. 


Number 

of  Allowed         Estimated  Percent 

Services        Chcirges         RVS  Payment     Difference  Difference 
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Executive  Summary 


Pursuant  to  section  4056(c)  (1)  of  the  Qmiibus  Budget  Recmciliation 
Act  of  1987,  the  Secretary  has  prepared  this  report  to  Congress  on 
technical  and  operational  issu^  that  would  be  raised  by  irrplementing  a 
naticrial  Medicare  fee  sciiedule  for  physician  payoient.    The  report  is 
organized  in  three  sections.    Section  A  discusses  transition  options  and 
major  policy  issues.    Section  B  addresses  more  ancillary  issues  and 
SectiOTi  C  discusses  issues  that  will  arise  subsequent  to  fee  schedule 
iitplementaticai . 

A.      Transition  and  Major  Policies 

1.  Overview 

If  a  resource-based  relative  value  scale  (RBRVS)  is  enacted.,  the 
D^Dartment  reccrat^ends  a  transition  period  of  several  years,  prior 
to  iit^  '  tenting  a  totally  REKVS.    During  this  period, 
charge  based  fee  schedule  payments  would  begin.    Ihere  wcxild  next 
be  a  blend  of  RBRVS  and  charge-based  RVS  payments;  and,  finally, 
payment  based  solely  on  RBRVS  would  be  instituted.    This  type  of 
transiticn  is  reccffiEnerded  in  order  to: 

o       insure  accajracy  of  payments; 

o      achieve  budget  sensitive  payment  results,  v^le  maJcing 
geograjiiic  and  coding  changes; 

o       determine  behavioral  changes  occurring  as  payment  is  based 
more  and  more  cn  RBRVS; 

o       identify  emerging  beneficiary  access  prc±)lems;  and 

o       v^iere  ^:prcpriate,  mate  mid-course  pa.yroent  corrections  or 
adjustments. 

2.  Alternative  Implementation  Models 

There  are  basically  two  implementation  approaches.  One  approach 
(i.e..  Model  1)  is  to  iitplenent  the  fee  schedule  cill  at  once— -no 
phase  in.  Unifer  this  approach,  the  current  payment  syston  would 
ranain  in  effect,  probably  thrco^  1992  and,  during  this  period, 
new  geographic  cireas  and  uniform  codes  and  glcfcal  surgical 
packages  would  be  instituted. 

Model  2  provide  for  a  phase  in  period,  during  which  payments  are 
made,  in  part,  cn  the  basis  of  an  REfiVS  fee  schedule.  As 
disojssed  above,  this  is  the  approach  we  are  reconmending. 
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3.    Uniform  Code  Definitions 


We  are  reccrnnending-- 

o     uniform  global  surgical  packages  bas«i  on  the  current  dcminant 
practice; 

o  clarification  of  ambigucajs  codes;  and 
o     collapsing  of  many  seldan-used  codes. 

4.  Geographic  Miustment 

If  differentieds  based  on  geography  are  to  be  recognized,  current  work 
mist  be  ccxrpletjei  on  varioLs  geograp^iic  practice  cost  indices.    Also,  a 
decision  must  be  made  regarding  v^ether  current  payment  localities 
would  be  retained  under  a  national  fee  schedule.    If  metrcpolitan 
statistical  areas  are  chosen  as  localities,  significant  tecimical 
issues  arise  if  budget  neutral  or  budget  sensitive  expenditures  are  to 
be  maintained. 

5.  Conversion  Factors  and  Budget  Neutrality 

If  conversion  factors  are  to  be  "budget  neutral,"  we  recanmend  that,  in 
the  statute,  the  Secretary  be  given  substantial  latitude  in  defining 
budget  neutrality.  This  is  because  of  data  prc±)lesis  that  would  be 
associated  with  standardizing  geographic  areas,  service  definitions, 
and  global  packages  during  fee  schedule  inplementation. 

B.  Ancillary  Policies 

Generally,  we  are  recoramending  that  the  Secretary  be  given  the  discretion 
to  address  these  policies  by  regulation.    The  policies  include  such  issues 
as  hcM  to  pay  for  imltiple  procedures,  bilateral  procedures,  and  care 
rendered  by  assistants-at-surgery  under  a  fee  sdiedule. 

C.  Post-irrplementation  Issues 

1.  New  and  Changed  Codes 

We  reccmmend  that,  for  new  services — i.e.,  services  without  national 
relative  values,  fee  schedule  payment  be  made  on  the  basis  of 
locally-established  relative  values. 

When  Current  Procedural  Terminology  code  revisions  are  made  annually 
(i.e.,  for  existing  services),  we  recanmend  immediately  establishing 
relative  values  for  the  revised  codes  by  making  apprcpriate  adjustments 
to  the  relative  value  (s)  of  the  predecessor  code(s) .    Ihe  nature  of  the 
adjustments  would  depend  on  the  nature  of  the  code  change  (s)  . 

2.  Relative  Value  and  Conversion  Factor  Updates 

We  recoTimend  making  relative  value  revisions  every  5  years  to  reflect 
practice  cost  and  work  changes.    We  recotime-nd  3-year  update  intervals 
to  reflect  new  services.    We  reccanmend  an  annual  conversion  factor 
update. 
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National  Fee  Schedule  Iirgplementation 
For  hfedicare  Physic ian  Payment 


Section  4056(c)  (1)  of  the  Ctoiibus  Budget  Reconciliation  Act  of  1987  (OBRA 
1987)  requires  that  the  Secretary  concJuct  a  study  on  Medicare's  inplementation 
of  a  natic*^  fee  schedule.    The  section  reads  as  follows: 

"The  Secretary  shall  ccaTduct  a  study  of  changes  in  the  payment 
system  for  physicians'  services,  under  part  B  of  title  XVIII  of  the 
Socicil  Security  Act,  that  would  be  required  for  the  irrplenentation 
of  a  national  fee  sch«3ule  for  such  services  furnished  on  or  after 
January  1,  1990.    Sucii  study  shall  identify  any  major  technical 
prx±)lems  related  to  such  iitplementatic»i  and  reccxrffnendations  on  ways 
in  which  to  address  such  prc±)lems.    The  Secrete  ry  shall  report  to 
the  Ccngress  on  such  study  by  not  later  than  July  1,  1989." 

In  ccsipliance  with  this  provision,  the  Department  of  Health  and  Human 
Services  (the  D^)art3nent)  has  reviewed  the  various  technical!,  and  operatic*^ 
issues  v^iich  would  arise  if  a  national  fee  schedule  were  adopted  by  Medicare. 
Special  attenticn  has  been  given  to  issues  associated  with  iiiplementing  a  fee 
schedule  based  on  a  resource-based  relative  value  sceile  (REf^VS) ,  such  as  the 
one  recently  developed  by  Harvard  researchers. 

This  r^X)rt  is  organized  into  three  sections.    Section  A  addresses 
transition  and  major  policy  issues.    Section  B  addresses  more  ancillary 
issues.    S«:±.ic»i  C  discusses  post- iirplsnentat ion  issues. 

A.    Transition  and  >faior  Policies 

1.  Overview 

IitplesnentatiCTi  of  a  natic»Tal  fee  schedule  for  payment  of  physician 
services  under  Medicare  would  be  a  challenging  task  for  the  Health  Care 
Financing  Aininistration  (HCFA)  and  the  53  Medicare  carriers.    A  number 
of  cxarplex  tasks  would  need  to  be  acccsiplished  in  a  carefully  sequenced 
manner  if  irtpleanentation  is  to  have  a  predictable  effect  on  payment 
levels  and  budget  outlays  and  if  the  risk  of  a  major  system  failure  is 
to  be  minimized. 

Ihe  D^jartment  reccsnmends  that  if  RBRVS-based  payments  are  enacted, 
they  be  phased  in  over  a  period  of  several  years,  using  a  percentage 
blend  between  current  charge  based  payments  and  RBRVS-based  payments. 
Ihis  approach  would  permit  orderly  inplementation,  minimize  potential 
risks  to  access,  ard  provide  physicians  with  an  opportunity  to  adapt  to 
changes  in  payment. 

Significant  lead  time  is  needed  before  iirplorventation  of  a  new  payment 
system  based  fully  on  RBRVS.    This  is  needed  to  assure  a  reasonable 
level  of  accajracy  in  payment  determinations.    Accurate  calculation  of 
budget  najtral  (or  budget  sensitive)  payment  rates  will  be  difficult. 
The  financial  interests  of  three  parties  are  at  stake:  beneficiaries, 
providers,  and  Government,    Errors  could  short-change  physicians. 
Alternatively,  errors  could  increase  Federal  outlays  by  hundreds  of 
millions,  or  even  billions  of  dollars,  with  corre^»nding  increases  in 
beneficiary  ccpayments  and  premiums. 
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Substanticil  changes  in  payment  would  occxir  under  an  RBRVS-based 
fee  schedule.    These  changes  are  greater  in  magnitude  and  far 
more  extensive  than  any  previous  changes.    As  a  result,  the 
iitpact  on  physician's  willingness  to  treat  Medicare  patients  and 
accept  assignment  cannot  be  predicted  with  confidence.    A  gradual 
transition  over  a  several  year  period  would  give  physicians  an 
opportunity  to  ad^Tt  and  wcxild  permit  mid-course  correcticns  if 
serious  problems  were  to  develop. 

Several  bac)^round  points  may  illustrate  the  need  for  a 
deliberate,  step-wise  afproach. 

MalLcare  Part  B  mst  provide  accurate  payment  determinaticsis  for 
over  a  billion  individual  services  each  year.    Medicare  is 
expected  to  process  ^proximately  463  million  clairres  during  1990, 
with  an  average  of  2.3  items  per  claim.    S^^arate  areawide 
prevailing  charge  limits  are  maintained  for  c^roximately  7,000 
procedures  in  each  of  the  current  250  payment  localities,  often 
with  multiple  limits  for  a  dozen  or  more  different  specialties. 
Additicxially,  custoiriary  charge  profiles  cire  maintained  for  each 
of  500,000  physicians  providing  services  to  Medicare  patients. 

A  further  ccmplication  stesrs  frcm  the  decentralized  nature  of  the 
current  Part  B  system.    A  national  fee  schedule  requires  a 
national  payment  system  with  uniforro  rules  and  policies, 
otherwise  uniform  national  payment  cillowances  could  be 
inegjitaJDle.    At  present,  however,  there  is  substantial  variation 
across  the  country. 

The  original  Medicare  legislaticn  in  1965  gave  carriers  broad 
discretion  to  inplesnent  policies  that  were  appropriate  for  local 
circajnetances .    This  has  led  to  wide  variations  in  local  payment 
policies.    While  HCFA  has  made  coTsiderable  progress  in  recent 
years  in  ocaiforming  policies  naticaTwide,  substantial  variation 
still  remains,  e^Decieilly  in  teme  of  procedure  coding. 

Scsne  carriers  include  a  broad  range  of  pre-  and  post-hospital 
services  in  global  fee  definitions  for  surgical  procedures. 
Otheirs  have  a  mocti  more  limited  definition.    These  variations 
could  substanticilly  affect  payments  if  proper  adjustments  are  not 
made. 

Significant  diversity  cilso  exists  in  terne  of  the  geographic 
basis  for  payment  determnations .    Most  carrier  eireas  correspond 
to  State  boundaries.    Some  carriers  have  a  single  payment 
locality;  others  have  imiltiple  localities.    locality  boundaries 
do  not  corre^X)nd  to  any  uniform  system,  sucJi  as  metrcpolitan 
statistical  areas  (MSAs) . 

Thus,  transition  to  a  national  fee  schedule  will  require 
cortpletion  of  two  major  tasks:    the  current  custcfnary, 
prevailing,  and  reasonable  charge  payment  system  must  be  r^laced 
with  an  REKVS-based  fee  schedule  and  diverse  coding  and 
geographic  policies  must  be  cc^Tfonried  to  a  single  uniform 
national  policy. 
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The  cc«Tstraint  of  budget  neutral  (or  budget  sensitive) 
iitplementaticn  furtlier  ccarplicates  the  task.    This  rec^iires  the 
develcpnent  of  a  "crosswcilk"  between  current  pjayment  levels, 
based  on  current  coding  and  geographic  conventions,  and 
corre^xia-ding  payment  levels  under  the  new  uniform  naticnal 
policies. 

An  additional  factor  is  the  status  of  tite  RERVS  itself.  A 
cortplete  RBE<!VS  will  not  be  available  until  July  1,  1990,  at  the 
ecirliest.    Relative  values  are  caorrently  available  for 
c^3proximtely  1,400  cod^  out  of  a  total  of  7,000.    The  Harvard 
team  is  currently  engaged  in  a  second  phase  of  the  RES^VS  study 
scheduled  for  ccsrpleticai  by  July  1,  1990.    This  phase  will 
provide  relative  values  for  additicx^  codes,  such  that  codes  for 
v^iich  relative  values  aire  established  will  account  for  95  percent 
of  Medicare  outlays.    Significant  changes  in  ojrrently  available 
relative  values  are  lltoely  to  result  fran  a  variety  of  caigoing 
revisicrts  and  refinesiients  planned  by  the  Harvard  team  for  the 
seccaid  phase. 

2.  Alternative  Inplementation  Models 

There  eire  basically  two  inplementaticxi  approaches.    One  afproach 
(i.e..  Model  1)  is  to  iitplement  the  f^  schedule  cill  at  once. 
Another  (Model  2)  is  to  transition  paynients  toward  the  final  fee 
schedule  model.    Under  Model  1,  the  current  payment  system  WDuld 
neannain  in  effect,  prc±>ably  through  1992.    During  this  time 
uniform  definitiOTis  and  geograf^iic  areas  would  be  adopted.  The 
major  advantage  of  this  option  is  its  orderliness.  No  payment 
changes  would  occur  until  after  all  related  "houseke^ing" 
adjustments  have  been  made.    Its  major  disadvantage  is  the 
slowness  with  v*iich  we  would  be  moving  toward  v*iat  is  presumably 
a  more  apprcpriate  payment  methodology. 

Model  2  assumes  that  a  resource-based  fee  schedule  will  be 
adopted.    On  an  interim  basis,  however,  it  recamiends  paying  on 
the  basis  of  a  charge-beised  fee  schedule,  then  cm  the  basis  of  a 
blend  of  charge  anl  resource--base3  and  finally,  solely  on  the 
basis  of  an  RB3RV      This  interim  blended  payment  approach 
provides  an  opportunity  for: 

o     physicians  to  adapt  to  payment  changes; 

o     HCTA  to  determine  behavioral  changes;  and 

o     HCFA  to  identify  beneficiary  access  prc±>lems  as  they  emerge. 

3.  Uniform  Code  Definitions 

There  cire  essenticilly  two  major  ways  in  which  code  definiticaTS 
must  be  made  uniform  prior  to  inplementing  any  naticHTal  fee 
schedule.    First,  the  corponents  of  a  service  should  be  uniform 
across  carriers.    And,  secondly,  the  definition  of  tl^  service 
itself,  regardless  of  its  ccffrponents,  should  be  clear, 
unambiguous,  and  subject  to  little  variation  in  interpretation. 
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a.    Uniform  global  c3efinitions  of  services  and  payments 


Carriers  should  characterize  in  the  saire  way  the  extent  to  vMc±i 
a  particaxLax  service  or  code  includes  ancillary  services  and 
SL^lies  and.,  in  the  case  of  surgery,  pre-  and  post-cperative 
care  s^k±i  as  visits.    This  is  inportant  for  iitpleinenting  a 
naticrial  fee  schedule  because  failure  to  establi^  sucii 
unifom.ity  can  negate  the  validity  of  the  assigned  relative 
values.    This  is  e^)a:;ially  the  case  for  resource-based  relative 
values.  VJhen  a  national  value  is  establi^iel  based  on  one 
assunpticn  of  a  glcfoal  definition,  overpaynents  will  result  if 
the  actual  glcfoal  definition  is  less  ca^r^iensive.    Only  if  the 
carriers  have  the  same  definitions  are  the  same  relative  values 
^3prcpriate. 

Currently,  there  is  substantial  variaticn  across  carriers  in  the 
way  that  global  packages  are  defined  for  payment  purposes. 
Consistent  witti  section  4056(a)  (1)  of  OERA  1987,  HCFA,  cdong  with 
the  Health  Insurance  Association  of  America  (HIAA)  and  the  Blue 
Cross  and  Blue  Shield  Assoc iaticn  (BC/BSA) ,  recently  conducted  a 
survey  of  ireajrance  ccsftpani.es  to  determine  their  gloJ:^  surgery- 
practices.    They  found  that  most  cairriers  had  global  payment 
paclcages,  but  that  wide  Vciriaticai  existed  in  terrrs  of  the  nature 
of  those  packages. 

The  most  significant  a^Dects  of  variaticHi  in  glctoal  fees  are: 

Pre-cperative  Ccire;    VJhile  74  percent  of  C8.rriers  inclui^  scsne 
pre-cperative  care  in  the  glctoal  surgical  fee,  the  sccpe  of 
services  included  varies. 

o     Two-thirds  of  the  carriers  that  include  pre-cperative 
care  in  the  surgical  global  fee  relate  the  pre-cperative 
period  to  a  ^)ecified  number  of  days  prior  to  surgery. 
The  nuntoer  of  days  covered  ranged  frcsn  the  actual,  day  of 
surgery  itself  to  30  days  prior  to  surgery.    The  most 
frecjjent  period  was  3  days  (cited  by  40  peixent  of 
carriers)  and  7  days  was  the  r^xt  most  frequent  (21 
percent  of  carriers) . 

o     Seventy-two  peroent  of  ceirriers  include  the  surgeon's 
evaluaticn  affirming  the  diagnosis  in  the  global  fee. 
And  53  percent  of  carriers  also  include  in  the  global  fee 
the  surgecxi's  consultation  regarding  the  need  for 
surgery. 

o     Forty-two  percent  of  carriers  cover  medical  treatment  of 
the  ccsidition  prior  to  surgery  in  the  global  fee. 
Fifteen  percent  of  carriers  include  diagnostic  testing  by 
the  surgeon  and  21  percent  include  extended  medical  care 
to  pr^jare  the  patient  for  the  surgical,  procedure. 

Post-Operative  Care;    VJhile  most  carriers  include  post-cperative 
care  in  the  surgical  global  fee,  they  vary  in  the  services 
included. 
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o     S€!venty-nii>e  percent  of  the  carriers  earploy  ^:)ecific  time 
periods  after  the  surgery  to  designate  a  post-operative 
period.  Surgeon's  care  provided  within  this  period  is 
cxHTsidered  to  be  in  the  glcfcal  fee.    Of  the  remaining 
Ccirriers,  18  percent  defined  the  end  of  the 
post-cperative  period  as  the  date  of  the  patient's 
discharge  frcta  the  surgeon's  care  and  3  percent  as  the 
date  of  the  patient's  discharge  from  the  ho^ital. 

o     Of  carriers  using  a  specific  time  to  define  the 

post-cperative  period,  there  is  significant  variation 
amcrig  carriers  in  the  nmnber  of  days  covered.  For 
exaitple,  for  cataract  extraction  with  intraocajilar  lens 
inserticn,  29  percent  of  carriers  r^wrting  used  120  days 
viiile  cinother  29  perxient  used  30  or  f&^er  days.  For 
by-pass  surgery,  58  percent  of  caixiers  used  90  days 
viiile  18  percent  used  14  or  fewer  days. 

The  PF^iC,  throu^  the  use  of  a  consensus  panel,  has  made  a 
reccsnmiendation  for  a  glcfoal  surgical  policy.  Essentially, 
the  PFRC  excludes  frcstti  the  glcfoal  payment:    the  principal 
surgeDn's  initial  consultation,  pre-cperative  hospital  visits 
occurring  prior  to  the  day  before  surgery,  related 
post-operative  visits  after  the  90  day  period  following 
surgery,  post-operative  visits  for  prxiDlems  unrelated  to  the 
diagnosis  leading  to  surgery,  te±iniccil  procedures  not 
usually  perforroed  at  the  time  of  surgery,  unrelated 
cxM^current  opeiraticaTS,  and  re-cperations  for  corplications. 

The  inpleinentaticsi  of  any  uniform  gl<±)al  surgical  fee 
involves  significant  transiticM-i  issues.    Surgeons  most  learn 
new  rules.    Carriers  need  to  cbtajn  data  cn  the  frequency 
with  v^dch  services  are  billed  outside  the  uniform  global  fee 
ccmpared  to  the  carrier's  current  billing  practices. 

From  the  perspective  of  attenpting  to  maintain  budget 
neitrality  yihen  inplementing  a  unifom  definitic«i, 
irtpleraentaticai  of  the  Physician  Payment  Peview  Camissicai 
(PHC)  prcposaQ.  is  extroiely  prcfcloTBtical .    The  PPRC 
definiticai  is  essentially  a  "miniinam"  glciDal  fee  v^ch 
unbundles  significant  amounts  of  services  caarrently  included 
in  memy  ccirrier  gl<±)al  fees.  No  data  currently  exists  on  the 
extent  to  v*iich  services  new  included  in  gldsal  fees  would  be 
billed  separately.    Unless  data  were  ctetainel  on  the 
frequency  of  s^^arate  billings  using  the  PFRC  definition,  its 
iitplonentation  could  make  calculation  of  a  "budget  neutral" 
ccawersion  factor  virtually  iitpossible.    The  PP9C  definition 
clLso  presents  surgeons  with  "gaming"  cpportunities  whereby 
they  can  bill  for  separate  services  as  a  way  to  recoup  losses 
frcm  reducing  overpriced  procedures. 

Therefore,  we  recaimend  that  the  Secretary  be  given  the 
authority  to  establish  a  global  surgical  package  vMch 
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approximates  the  glcfcal  package  practice  new  applicable  to 
inost  surgical  services  paid  for  by  Medicare. 

b.    Uniform  interpretation  of  currently  anfoicruous  codes 

The  definiticrs  of  seme  codes  are  ajTteiguous  ard  those  codes  have 
therefore  been  subj^jt  to  varying  interpretations  by  both 
physicians  and  Medicaire  carriers.    Ihis  is  e^Decially  a  prciDlem 
for  visit  and  ccx-^njltation  services.    In  a  Noventier  1988  report, 
the  Department's  Office  of  the  Inspector  Gener^  (OIG)  found  wide 
variations  across  carriers  in  hew  they  code  office  and  hospital 
visits.     ("ii.cfol€3te  With  Coding  of  F%iysician  Services",  OIG). 
Figures  A  and  B  in  Appendix  A  are  fran  the  OIG  r^xDrt.  Tho^ 
figures  reflect  the  wide  variation  in  code  usage  among  carrier. 
For  exaitple,  figure  A  shews  that  for  code  90050,  one  carrier  iiad 
77  percent  of  its  total  billings  for  that  code,  while  another  had 
3  percent  of  its  total  billings  for  that  code.  fKFA  has  cilso 
canpared  the  use  of  sane  visit  and  consultation  codes  in  1986 
amcxTg  carriers.    We  similarly  found  wide  variations.  For 
exairple,  we  found  that  the  percentage  of  established  patient 
office  visits  which  were  for  "extended"  services  (code  90070) 
ranged  from  1.7  percent  in  one  carrier  to  23.1  percent  in 
another.     (See  ^perdix  A.)  These  difference  are  too  wide  to  be 
explained  by  differences  in  patient  mix,  ther^^y  suggesting 
widely  Vcirying  cairrier  and  physician  interpretatior^. 

If  a  national  fee  schedule  is  to  be  irtplementeS,  there  must  be 
uniform  understanding,  across  providers  and  carriers,  of  v^t 
activities  cca^itute  particaolar  services.    Work  is  underway  in 
botii  HCTA  and  the  PFKC  to  iitprove  code  ^^ecificity  and  promote 
uniform  interpretation.    The  Ifarvard  researchers  have  recornmended 
that  we  consider  adding  time  duratico  or  scheduled  time  to  help 
r«3uce  airtoiguity.    A  similar  reccgrmendaticai  was  made  by  tlie  PFRC 
in  its  1989  annual  r^xDrt  to  Congress. 

IK^FA  has  serious  ccHTcems  about  adding  time  to  visit  and 
ccMTSultation  code  definitions.    Such  a  change  would  greatly 
ccftplicate  budget  neutrality  calculations.    With  approxinetely 
$10  billion  in  payments  for  visits  and  consultations,  a  5  percent 
error  could  result  in  a  $500  million  increase  in  outlays.  The 
Ccilculation  of  budget  neitral  conversion  factors  might  be 
possible  only  if,  for  a  period  of  time,  payments  under  the  new 
definitions  are  made  within  the  current  payment  system.  Data 
fran  that  period  could  then  serve  as  a  base  for  COTTversic»i  factor 
calculations . 

In  addition,  the  concept  of  including  time,  althou^  an 
interesting  idea,  has  not  been  well  developed  or  tested.  The 
per:  report  notes  a  nuntoer  of  serious  prc±>lems  with  adding  time 
to  the  visit  and  consultation  code  definitions.    These  include: 
hew  to  define  and  measure  time,  hew  to  audit  time,  how  to  insure 
that  physicians  are  not  rewarded  for  inefficiency,  v^ether  time 
is  intra-procedure  time  or  v^ether  it  also  includes  pre-  and 
post-time,  and  hew  scheduled  time  is  detemined  (if  that  concept 
is  used) . 
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As  r-eqaired  by  section  9331(d)  of  OBRA  1986,  HCFA  is  also  working 
on  ways  to  ccxisolidate  as  well  as  clarify  ambiguous  codes.  We 
have  recently  suggested  certain  possible  consolidatic»TS  to  the 
American  Medical  AssociaticHi  (AMA)  and  requested  its  opinican 
regarding  those  possibilities.     (See  Appendix  B.)    We  have  also 
prcposed  to  the  AMA  the  eliminaticsi  of  low  volume  codes  to 
sinplify  the  coding  system.    In  this  connection,  it  should  be 
noted  that,  based  on  1987  Medicare  data,  of  approximately  7,000 
Current  Procedure  Terminology  (CFT)  codes,  nearly  2,000  were  used 
fewer  than  100  times;  2,600  were  used  fewex  than  200  times;  and 
3,500  were  used  fewer  than  500  times.    It  should  be  noted, 
however,  that  scire  of  these  codes  may  be  used  more  extensively  in 
the  systems  of  other  payors. 

The  PETiC  has  indicated  that,  in  order  to  inplenent  a  national  fee 
schedule,  tliere  is  no  need  to  reduce  the  number  of  codes  (Annual 
R^x)rt  to  Cc»igress  1988,  p.  57) .    If  the  listed  services  are 
easily  understood  to  be  distinct  frcm  one  another,  but  are  viewed 
to  be  similar  in  relative  value,  the  solution  is  not  to  eliminate 
c»ie  of  the  codes,  b-it  rather  to  value  the  services  the  same. 
Thus,  for  many  antoiguous  services,  the  PF5^C's  solution  is  to  ke^ 
the  codes,  improve  their  ^Decificity  and,  cis  e^rcpriate,  make 
the  same  payment  for  each.    Ihey  hypothesize  that  there  will  be 
no  incentive  to  upcode  if  the  payments  are  correct.     IKFA  is 
not  as  ccaifident  as  PPPC  about  oui  ability  to  dramtically 
inprove  the  ^jecificity  of  ojrrently  ambiguotis  codes.    While  we 
support  efforts  to  ti<^ten  service  definitions,  ws  think  code 
consolidation  can  help  control  Lpcoding  opportunities  for  those 
services  ^i^iere  the  definitican  is  somewhat  subjective — ^.g.,  in 
the  visit  cirea  and  in  cireas  whexe  differences  are  based  on  such 
terms  as  "simple"  or  "ccsirplex."    Moreover,  we  believe  reduction 
of  codes  and  eliminatiOTi  of  low  volume  codes  would  greatly 
inprove  the  validity  of  the  fee  schedule.    CXir  reascning  is  that 
it  is  much  more  difficult  to  establi^  reliable  relative  values 
for  lew  volume  services  and  using  charges  to  extrc^late  such 
vcilues  for  such  services  can  lead  to  aberrant  results.  Also, 
seldom  used  codes  detract  from  rati-ier  than  enhance  strong  program 
administration  since:     (1)  cciipjter  capacity  is  used  that  coLild 
be  better  used  for  other  purposes  (e.g. ,  identifying  clains  for 
medical  review) ;  and  (2)  carrier  staff  resources  are  diluted. 

4.    Geograp^c  Differential,  in  Payments 

If  differenticils  based  on  geograpiiy  are  to  be  recognized,  we  must 
take  two  steps: 


In  its  1989  r^wrt,  the  PPRC  further  indicates  that  reducing  the 
nunfcers  of  levels  of  service  is  not  likely  to  reduce  upcoding.    In  fact, 
the  PFRC  has  recarinended  that  the  code  consolidation  study  mandated  by 
section  9331(d)  of  OBRA  1986,  be  delayed. 
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a.    Final  i Tie  a  qecqrachic  practice  cxjst  index. 


In  Decesttoer  1987,  maltiple  versions  of  interim  geographic 
practice  cost  indices  (GPCIs)  were  caipleted  by  the  Urban 
Institute  and  the  Center  for  Health  Eocronics  Research.  That 
work  was  perfomed  under  a  lO^  cocpcirative  agreeanent.    By  the 
end  of  1989,  revised  forms  of  GPCIs  are  to  be  carpleted. 

b.    Determine  whether  there  ccntinues  to  be  a  need  for  existing 
Medicare  localities  if  a  GPCI  is  adopted. 


Medicare  has  243  pricing  localities.    Nevertheless,  as  has  been 
observed  by  the  GPCI  researchers,  "the  definition  of  these  areas 
varies  ccxTsiderably  ammg  states:    Ei<^teen  states  have  a  single 
prevailing  charge  statewide.  Twelve  have  major  contiguous  areas, 
including  both  rural  and  urban  in  the  same  cell.    Seven  states 
have  separate  cells  for  each  major  city,  and  14  have  an  urban 
cell  and  a  rural  cell  or  have  cells  incorporating  several  cities 
of  similax  size."    (The  Develcpnent  of  an  Interim  Geographic 
Medicare  Eccoaniic  Index"  by  St/^hen  ZiKikenran,  W.P.  Welch  and 
Gregory  Pcpe,  unpublished  paper,  unnurrtered  page.) 

The  establishment  of  g^jgraphic  differentials  will  present  scsne 
of  the  meet  difficult  policy  cdioic^  for  Congress  eird  for  PKTA  to 
deed  with  in  the  development  of  a  naticxTal  fee  schedule.  These 
include  the  follcwing: 

v*iether  geDgraphic  differentials  should  be  introduced  in  a 
State  v^iiere  sik±i  differentials  do  not  cajrrently  exist?  In 
this  cc«Tnectic«i,  we  would  point  out  that  there  are  18 
statewide  localities  and  ws  have  had  requests  frcm  physic icins 
in  several  other  States  to  ccM-^lidate  localities  into  a 
statewide  syston.    Generally,  with  such  a  consolidaticai, 
urban  cillawances  vrould  be  reduced.     (The  18  statei«/ide 
localities  cire:    Alaiska,  Arkansas,  Colorado,  Delaware, 
Washingtc»i,  D.C.  metro  area,  Hawaii/Guam,  Mcntaiia,  New 
HaiTpshire,  New  Ifexico,  North  Dakota,  Puerto  Rico/ 
Virgin  Islairl^,  Rhode  Island,  South  Carolina,  South  Dakota, 
Tenr^ssee,  Utah,  VeniOTt  and  V^cming.) 

viiether  the  provisic*     -xviding  the  5  percent  bcaius  for 
physician  services  in  rural  manpower  and  urban  shortage  cireas 
(secticn  4043  of  OEIRA  1987)  should  be  retained. 

If  MSAs  are  adcpted  as  the  new  localities,  it  will  be  diffiojlt 
to  inplement  this  dnange  in  a  budget  neutrral  manner.  Frequency 
and  alla^^  ciiarge  data  are  available  on  the  basis  of  only 
current  localities.  Therefore,  in  instances  v^*ieie  those  locality 
lines  are  changed,  it  will  be  difficult,  if  not  irtpossible,  to 
cillocate  frequency,  civarge,  and  relative  value  data  to  the  new 
geographic  ccwif iguration  and  its  associated  GPCI.  If  we  are 
unable  to  acooiT|Dli^  this  allocation  with  seme  accuracy,  budget 
neutrality  cannot  be  aissured. 
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5.    Ccnversicn  Factors  and  Budget  Neutrality 


Vfe  recanuerd  that  if  any  budget  neutrality  provisions  ajre 
included  in  the  law,  they  leave  the  agency  with  sufficient 
discretion  to  reasonable  estima  v-ss  given  data  limitaticHTs. 

We  would  reccramend  language  such  as  the  following:  "The 
Secretary  is  to  establish  a  reasonable  standard  of  budget 
naitrality,  based  an  available  data,  and  is  to  establisJ-i 
ccxTversion  factors  consistent  witli  that  standaixi."    It  is  also 
iirportant  that  budget  neutrality  calailations  be  exenpt  frorn 
judicicil  review.    Flexibility  will  be  irrportant  if  geographic 
paymsrt  areas  and  definitiors  of  sane  services,  inclix3ing  of 
global  packages,  cire  altered  i^xxi  inplesnentaticn  of  ttie  fee 
schedule.    If  budget-sersitive  ccawersion  factors  would  have  to 
be  derived  from  a  data  base  that  includes  the  old  definitiors,  it 
my  be  difficult  to  make  appropriate  adjustments  to  convert  the 
data  to  the  new  definitions. 

Since  we  expect  b^^avioral  change  by  physicians  in  the  volume  and 
intensity  of  services  as  a  result  of  both  downward  and  i^^ward 
adjustments  in  payme-nt,  fee  schedu]_e  legislaticHi  should  give  the 
Secretary  esqDlicit  authority  to  inake  estimates  of  anticipated 
behavioral  change  to  assure  budget  nejtrality. 

Ancillary  Policies 

1.    Anesthesiology  Relative  Values 

Since  March  1,  1989,  Medicare  pays  for  anesthesiology  services 
using  a  uniform  relative  value  system  (RVS)  estabilished  by  the 
American  Society  of  Anesthesiologists.    The  RVS  is  based  an  a 
system  of  base  units  reflecting  the.  vaiious  surgical  prxx»dures 
that  are  performed  and  time  units  refl^rting  the  actual  time  of 
the  individual  case.     (In  establishing  the  uniform  RVS  in  a 
Notice  of  Pmpos^a  Rulemaking  (NHRM)  published  January  26,  1989, 
we  announced  our  intention  to  eliminate  time  units  in  the 
future. )    There  is  a  question  as  to  how  the  RVS  established  for 
anesthesiology  services  could  be  integrated  with  a  national  fee 
schedule.    Vfe  reccatnend  use  of  tiie  RVS  es-tablished  by 
anesthesiologists  to  reflect  the  appropriate  relative  differences 
between  anesthesiology  services. 

A  further  a^Dect  is  the  fact  that  anesthesiologists  are  paid 
different  rates  d^)ending-  upon  whether  a  service  is  personally 
perforaed  or  whether  the  anesthesiologist  medically  directs 
concurrent  procedures  and  the  numbers  of  such  procedures. 
Because  of  the  unicjje  prcblems  associated  with  Medicare  payment 
for  anesthesiology  services,  it  is  critical  that  these  unique 
issues  of  payment  be  carefully  considered  in  the  develcpment  of 
fee  schedule  policy. 

Vfe  reccramend  that  the  payment  distinctions  based  an  personal 
performance  versus  medical  direction  be  retained  under  the  fee 
schedule.  This  could  be  done  by  having  medical  direction  relative 
values  be  less  than  and  a  percentage  of  relative  values  for 
personally  performed  services.  The  percentage  would  vary 
according  to  the  number  of  procedures  supervised. 
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2.    Relationg^p  to  Radiology  Fee  Schedule 


Since  April  1,  1989,  the  radiology  services  of  radiologists  are 
reimbursed  cai  a  fee  sciiedale  basis  using  an  RVS  developed 
radiology  specialty  societies.    Radiology  services  of 
ncairadiologists  cire  paid  for  under  the  reasmable  charge  system. 
While  we  assume  that  all  radiology  services  will  be  cover&i  by  a 
naticml  fee  scheclule,  we  would  urge  integrating  the  RVS  that  has 
been  established  for  radiologist  services  into  a  national  fee 
schedule  to  refl©:±  the  appropriate  relative  differences  between 
radiology  services.    Also,  thejce  is  an  issue  as  to  v^iether,  under 
a  national  fee  sci^dule,  we  should  continue  fee  schedule  payment 
for  nc*^ysician  radiology  services  supervised  by  radiologists. 
The  radiology  fee  scheSule  currently  applies  to  such  nor^hysician 
services. 

3.  Site  of  Service  Differentials 

Under  the  reasonable  charge  systan,  there  are  certain  payment 
distinctions  base3  on  the  site  of  a  physician's  services.  For 
exanple,  v*ien  a  diagnostic  or  radiology  service  is  perfomed 
outside  a  ho^ital,  a  t&dmical  ccftpc«ient  service  is  paid  in 
additicn  to  the  piiysician's  interpretation  (i.e.,  profess ioncil 
conponsTt) .    Generally,  th^e  services  either  have  a  s^3arate 
code  or  a  modifier  to  distinguish  the  ccsrplete  frcm  an 
interpretation-csily  service.    In  addition,  a  limitation  is 
iirposed  cai  fiiysician  services  rendered  in  ho^ital  outpatient 
d^Dartments  v*iich  eire  camonly  performed  in  physician's  offices. 
This  limitaticn,  authorized  by  secticai  1861  (v)  (1)  (k) ,  limits 
payirent  in  ho^ital  outpatient  d^Dartment-s  to  60  percent  of  the 
office  prevailing  charge.    The  objective  of  the  provision  is  to 
eliminate  the  payment  of  duplicate  overhead  to  the  physician  in 
the  recisonable  charge  payment  eind  to  the  ho^ital  in  the 
reintxirsement  of  ho^ital  outpatient  costs. 

To  the  b^t  of  our  knowledge,  these  issues  have  not  been  fully 
adkaressed  by  the  PFRC  or  by  Dr.  William  Hsiao  in  their  work  on 
the  develcpsnent  of  rescx-irce  cost-b^ed  relative  value  scales.  As 
peirt  of  the  inplenentaticHi  of  a  naticaial  fee  schedule,  we 
reccOTiiend  that  Congress  decide  or  grant  authority  to  IKFA  to 
decide  hew  and  in  v^t  circaiinstances  payment  under  the  fee 
s<±iedul.e  will  distinguish  between  hospital -based  and  office- 
basad  services. 

4.  Local  Codes 

Since  1985,  all  Medicare  carriers  have  been  required  to  use  the 
HCFA's  Ccmmon  Procedure  Coding  System  (HCPCS)  .    HCPCS  was 
developed  to  satisfy  the  operational  needs  of  the  Medicare  and 
Medicaid  fee-for-service  reintxirsement  programs,  to  ease 
cxnmmication  between  providers  and  payors  by  r^lacing  various 
unccordinated  systons  with  a  single  national  coding  system,  and 
to  facilitate  corparisons  among  and  between  payors.  HCPCS 
incorporates  CPr-4.    In  additicn  to  CPr-4,  HCPCS  contains  codes 
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and  modifiers  developed  by  other  professicHTcils  and  insur-ers  to 
meet  their  r^xDrting  needs  as  well  as  the  codes  developed  by 
HCFA,  State  agencies,  and  Medicare  ccMitractors  to  meet  the  claims 
processing  needs  of  the  Medicare  and  Medicaid  prxsgrajns.  While 
the  coding  system  is  designed  to  iitprove  the  ability  of 
physicians  and  sL^Dpliers  to  cammicate  the  services  they 
furnish,  more  irtportantly,  the  codes  offer  a  degree  of 
^j^ificity  and  uniformity  that  permits  a  uniforrn  application  of 
HCFA  coverage  and  payment  policies. 

HdCS  is  designed  with  three  levels  of  codes  and  modifiers. 
There  is  an  upwaini  progressicai  of  these  codes  from  the  lowest 
level  (local  aissignment)  to  the  highest  level  (naticrval 
assignnent)  with  HCFA  and  other  third  parties  itoiitoring  the 
entire  system  to  ersure  uniformity.  The  first  level  (naticHTal 
assignment)  contains  only  the  AMA's  CPr-4  codes  and  modifiers. 
These  codes  cire  clLI  5-digit  numeric.    The  AMA  maintairei 
re^xxTsibility  for  this  level  of  cod^.    The  seccMid  level 
(naticxial  assignment)  contaires  the  codes  and  modifiers  for 
physician  and  ncaiphysician  services  that  are  not  inc  luded  in 
CPr-4,  (for  exairple,  ambulance,  durable  medical  equipiient, 
orthotics  and  prosthetics) .    These  codes  are  alpha-nuireric 
(ranging  frcm  A  to  V)  and  are  maintained  jointly  by  a  panel 
representing  IKTA,  BC/BSA  and  HIAA.    The  tJiird  level  (local 
cissigranent)  ccntains  the  codes  and  modifiers  for  services  needed 
by  the  individueil  carrier  or  State  agency  to  process  Medicare  and 
Medicaid  clcdms.    These  codes  cire  used  for  services  that  are  not 
ccntained  in  either  of  the  first  two  levels.    The  loccil  codes  are 
clLso  cilpha-numeric,  but  aire  restricted  to  the  code  ranges 
beginning  with  W,  X,  Y,  and  Z.  These  codes  are  used  for  items  and 
services  not  having  the  frequency  of  use,  geograpiiic 
distribution,  or  general  e^licability  to  justify  a  code 
assignment  at  a  hi^ier  level. 

Because  of  the  use  of  HCPCS  level  III  (i.e.,  local)  codes, 
carriers  are  not  entirely  uniform  in  terTrs  of  the  codes  they 
recognize  for  payment  purposes.    As  of  1987,  each  ceirrier  used 
local  codes  to  scne  degi-ee.    In  1987,  3.8  percent  of  Medicare 
claiiTB  were  peiid  under  such  loccil  codes.  This  rpresented  3.1 
percent  of  allowed  charges.    In  two  New  York  carriers,  one 
serving  Queers  and  the  other  Manhattan,  1987  local  codes 
rpresented  14.3  percent  and  10.2  percent,  respectively,  of 
edlcwed  charges.    In  Minnesota-Travelers,  1987  local  codes 
rpresented  23.3  percent  of  cillowed  charges.    In  these  three 
areas,  the  loccil  codes  primarily  rpresent  physician  services,  as 
opposed  to  ncaiphysician  services.    Thus,  in  certain  carrier 
areas,  local  code  usage  for  physicir -  is'  services  has  restiained 
hi^.     (See  ;^3pendix  C.) 

HCFA  has  efforts  new  underway  to  eliminate  or  reduce  local  code 
usage.  Corplete  information  about  current  local  code  assignments 
has  recently  been  collected  frcm  cill  Medicare  carriers.  That 
data  cire  being  analyzed  to  determine  v^^ch  services  n^3  to  be 
referred  to  the  CPr-4  Editorial  Panel  for  possible  assignment  of 
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CPr-4  codes.    Other  nonphysician  services  and  sL^lies  will  be 
referred  to  the  Alpha  HCPCS  panel  for  assignment  of  appropriate 
nationcLl  codes.    In  this  analysis,  priority  is  being  given  to 
codes  for  physician  services  and,  as  a  result,  we  anticipate  a 
substantial  reduction  in  the  use  of  local  codes  for  physician 
services  coincident  with  or  prior  to  inplementation  of  the  1990 
HCPCS.  Additicmlly,  the  review  of  tiiis  material  will  help  to 
establish  criteria  for  future  assignment  of  codes  to  new  services 
and  supplies  as  they  beccme  available. 

In  order  for  a  truly  naticaial  RVS  to  be  iitplcsnented,  local  codes 
must  be  available  for  only  new  services  for  v^ch  naticm.1  codes 
have  not  yet  been  established.    Therefore,  existing  services 
should  not  be  subject  to  different  ci^aracterizations,  for  payment 
purposes,  frcsn  one  carrier  to  the  other.    Of  course,  scsne 
latitude  could  be  permitted,  even  for  existing  services,  similar 
to  the  afproach  used  in  the  recently  iitpleamented  radiology  fee 
schedule.    During  the  sumrrter  of  1988,  HCFA  attempted  to  eliminate 
all  locad  codes  for  radiology  services.    In  fact,  carriers  were 
advised  in  S^)ten±)er  1988  to  convert  any  of  their  level  III  codes 
for  radiology  services  to  CFT-4  or  level  II  alpha-numeric  codes 
by  January  1,  1989,  so  that  the  services  r^resented  by  those 
codes  would  be  subject  to  naticaial  relative  values.    Many  of  the 
carriers,  however,  objected  to  the  total  eliminaticxi  of  all  local 
radiology  codes  and  recjjested  that  we  recca^ider  our  decision. 
In  support  of  their  request,  the  carriers  identified  a  number  of 
IocclL  codes  for  which  tiiere  are  no  afpropriate  CPr-4  or  level  II 
cilpha-numeric  codes.    We  acc^jted  the  carriers'  rieccsiiTendation. 

As  lcr»g  as  adequate  lead  time  is  provided  for  inplesnentaticn  of 
the  naticnal        to  cillow  time  for  ccaiverting  to  uniform  codes, 
we  recoTinend  that  the  use  of  locaJ.  codes  not  r^resenting  new 
services  be  eliminated,    local  codes  ^ould  be  used  hy  carriers 
CTily  for  new  services  for  v^ch  nationcd  codes  have  not  yet  been 
established.    Services  with  loccil  codes  would  be  paid  for  based 
an  local ly-establi^ied  relative  values.  Vfe  anticipate  requiring 
24  mcaiths  to  eliminate  all  locfd  codes  whicti  do  not  r^resent  new 
services. 

5.    local  Modifiers 

Modifiers  are  2-digit  suffixes  added  to  basic  procedure  codes  for 
the  purpose  of  providing  further  detail  regarding  a  service. 
Seme  are  payment  related  and  sane  are  not.    As  the  above 
discussion  indicates,  there  are  national  or  B2PCS  levels  I  and  II 
modifiers  that  have  c«Te  definition  for  all  carriers.    Also,  there 
are  local  or  HCPCS  level  III  modifiers;  i.e.,  modifiers  defined 
uni(jjely  frcm  caie  carrier  to  the  next. 

If  payment  distinctions  based  on  modifiers  are  to  be  made  under  a 
national  fee  schedule,  only  uniform  or  national  modifiers  should 
be  used.  As  indicated  aVjove  wit^i  r-egard  to  local  codes,  local 
modifiers  (that  affect  payment)  could  continue  only  if  codes  with 
su(±i  modifiers  are  paid  for  on  a  local  fee  schedule  basis  (i.e., 
basei  on  locally-established  relative  values) . 
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As  reflected  in  1987  Part  B  Medicare  Anruval  Data  files,  most 
local  modifier  billings  are  associated  with  clinical  laboratory 
claiiTB.  Aioxg  the  hi^iest  volume  local  modifiers  used  for  other 
than  clinical  laboratory  services,  there  were  appraximately  40 
million  claiits  for  over  $3.6  billion  in  submitted  charges  and 
over  $2.3  billion  in  alleged  charges.  (Exairples  of  these  loccil 
modifiers  ar&:    CcLLifomia  Blue  Shield  using  modifier  'T^"  for 
"unusual  hours  for  patient  convenience"  and  Pennsylvan-la  Blue 
Shield  using  the  same  modifier  to  r^resent  a  ^)ecific  anesthesia 
service.    Similarly,  modifier  "W8"  means  second  assistant  surg^Dn 
in  California  Blue  Shield,  secmd  surgical  procedure  in  Colorado 
and  physical  therapy  in  Arizcxia.    In  California  Blue  Shield,  "VK:" 
means  "cnly  patient  seen  in  nursing  heme  visit"  and  in  South 
Carolina,  that  modifier  means  "refraction  was  performed  during 
eye  examination.") 

HCFA  is  attenpting  to  reduce  the  use  of  local  modifiers.  The 
information  regarding  local  coding  that  was  recently  obtained 
froBi  carriers  eilso  included  data  about  local  modifiers.    HCFA  is 
currently  building  a  modifier  data  base  ccntaining  cill  modifiers 
used  by  eacii  carrier  ard  the  modifier  descriptic»i.    This  task  is 
about  75  percent  ccrpleted.  R^XDrts  generated  fran  this  data  base 
can  be  used  to  reduce  the  use  of  local  modifiers.    Just  as  with 
codes,  local  modifiers  are  being  reviewed  for  submissicns  to  both 
the  CPr-4  and  Alpha  BMtorial  Panels  for  ccreideratiOTi  of 
naticxial  assignments.    Also,  criteria  for  future  assignrrent  of 
local  modifiers  are  &qpectjed  to  be  develcped  frcsn  this  effort. 

As  with  local  codes,  we  recorsnend  that  local  mcdifiers,  whicti 
affect  payment,  be  elirrdnated. 

6.    Uniform  Definiticais  of  Specialties 

Currently,  there  are  marked  differences  in  hew  carriers  assign 
physicians  to  a  specialty  in  order  to  establish  prevailing  charge 
screens.    Althouc^  scire  carriers  use  a  narrcw  definiticxi  of  a 
^jecialist  (i.e.,  ore  v*io  has  attained  board  certification  or  has 
had  prerequisite  training  in  a  particular  field) ,  most  carriers 
permit  piiysicians  to  self-desigr^te  their  ^)ecialty  for  payment 
purposes.    Many  carriers  calculate  discrete  prevailing  charge 
screens  for  individual  specicilties ;  however,  these  carriers  may 
ccsnbine  loccilities  or,  if  necessary,  ^^ecicilties,  to  establi^ 
prevailing  charge  screers  if  there  are  insufficient  data  for  a 
particular  service  to  establish  prevailing  ctjarges  by  separate 
locality  and  ^secicilty.  In  additicn,  scsne  carriers  use  grxx^^ings 
of  specialties;  ana  carrier  groups  by  type  of  service;  and  a  few 
ccorriers  use  single  prevailing  charge  screens  for  all  physician 
services  without  regard  to  ^^ecialty  practice. 

A  uniform  approach  to  specialty  recognition  and  designation  is 
required  under  a  naticxial  fee  schedule. 
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On  ;^ril  22,  1988,  Medicare  published  a  notice  requesting 
cairaents  on  a  possible  prcpDsal  to  elirtiinate  ^^ecicdty 
differentials  in  our  payments  (Federal  Register.  Vol.  53,  No.  70, 
p.  12037-12041) .    We  received  cararents  frcm  35  national 
organizaticrs,  most  of  whicJi  r^resented  ^Decific  ^)ecialties. 
Twenty-€i<^t  of  those  organizaticHTS  oppose  elirninating  ^>©3ialty 
differentiails.    Nevertheless,  we  are  considexing  the  publicaticn 
of  an  NHM  to  eliminate  cill  ^)ecialty  differentials  in  our 
payment  policies.    If  this  policy  becares  final,  unifona 
^5e::ialty  def initicxi  vrculd  not  be  a  fee  schedule  iirplementation 
issje. 

On  the  other  hand,  if  the  d«::ision  is  roacte  to  retain  ^Decialties, 
there  will  be  seme  operational  issues  associated  with  achieving 
unifoirmity.    While  it  may  be  relatively  simple  to  establi^  the 
uniform  list  of  ^^ecicilties  to  be  recognized,  substanticil  effort 
most  go  into  defining  v*ien  a  physician  qualifies  as  a  partioolar 
^>ecicLList.    Self -designation  will  no  Icxiqer  be  aco^table. 
Developing  such  criteria  will  not  be  cin  easy  task.    Should  we  use 
board  certificaticxi,  completion  of  specialty  training  and/or  p^r 
ccffrpetence  certificaticn?    Should  we  use  the  same  abroach  for 
ead:i  specialty?    Moreover,  once  criteria  are  establisted, 
carriers  will  need  signific2int  lead  time,  prior  to  irtplementing  a 
national  t&e.  schedule,  to  re-establi^  the  ^^ecialty  status  of 
eac3i  p^iysician  under  those  new  uniform  standards.    In  additicxi, 
they  will  have  to  periodically  verify  that  the  physician  still 
meets  that  ^jecialty  criteria. 

7.    Codes  Without  Naticml  Relative  Values 

Hew  much  should  be  paid  for  a  service  v*ien  it  has  no  naticaial 
relative  value?    Tliis  can  be  a  sigrdficant  issue.    The  Harvard 
researchers  have  ccaiclud^  that  tliexe  will  be  some  procedures 
left  off  of  their  final  RVS.  These  would  be  low  volume  services 
for  v^ch  they  question  the  reliability  of  their  extrapolation 
process  (Journal  of  the  American  Mediccil  Assoc iaticn,  Oct.  28, 
1988,  p.  2384.)    Since,  as  noted  earlier,  3,500  of  the 
c^roxinBtely  7,000  CPT  codes  v^are  billed  fewer  than  500  times, 
probably  half  of  the  current  CPT  codes  would  be  left  witlxxit 
natic«ial  relative  values  at  the  end  of  the  Harvard  work.  Also,  it 
is  possible  that  new  procedures  wcsjld  be  covered  by  Medicare 
before  naticml  values  are  established  for  them.    Also,  the 
prcfolen  of  unvalued  codes  can  be  minimized  if  substanticil  code 
consolidation  occaors. 


Hcwever,  there  mi^t  still  be  a  need  for  uniform  specialty  definiticns 
for  purposes  other  than  payment;  e.g.,  for  participation  directory 
listings  or  for  utilization  review  screens.    Also,  uniform  specialties 
mi^it  be  needed  if  payment  is  made  for  services  which  are  defined  with 
specialty  distinctions. 
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Vfe  have  identified  several  cptions.    (1)  We  can  pay  for  such 
"unvalued"  procedures  ch^  a  reasonable  chartje  basis.    If  ti-iese  are 
rare  or  new  services,  there  would  likely  be  extensive  gap-filling 
in  the  establishment  of  such  reasonable  chaarge  screens.     (2)  We 
Ccin  have  a  local  fee  schedule  for  unvalued  services  by  having 
carriers  establish  their  cwn  relative  values  for  the  services. 
For  sofne  services,  this  is  the  way  in  which  the  radiology  fee 
schedule  was  iicpleanented.     (3)  We  can  have  a  case-by-case  system, 
wher^Dy  each  carrier  would  pay  ea-ch  claim  on  a  "by  r^xDrt"  basis. 
This  means  that  each  claim  would  be  reviewed  by  medical  personnel 
and  paid  on  the  basis  of  the  results  of  that  review.    A  problem 
with  this  approach  is  that  it  would  leave  many  procedures  without 
values  on  ^^ch  physiciarss  can  rely  prior  to  rendering  the 
services  and  inccx^istent  determinations  are  almost  inevitable. 
Much  of  the  sirrplicity  and  certainty  v^iich  a  fee  sciiedQle  is 
intended  to  bring  about  would  not  apply  to  many  types  of 
services.     (4)  We  could  establi^  naticrial  values  using  e>pert 
medical  panels. 

We  reccnmend  a  local  fee  schedule  system,  with  carriers 
establishing  their  own  relative  values.     (Nevertheless,  we  would 
anticipate  'Tay  r^X)rt"  payment  for  the  catch-all  "unlisted 
procedures"  code  categories.) 

8.  Cotiparability 

Section  1842(b)  (3)  (B)  of  the  Act  provides  that  reascsTable  charge 
payments  shall  not  be  hi<^ier  than  the  carriers'  private  business 
payments  to  its  own  policyholders  and  subscribers  for  ccsiparable 
services  under  ccsnparable  cirojmstances .    While  we  have  no 
national  data  regarding  the  extent  to  v^cJi  that  limit  is 
applied,  there  have  been  estimates  that  in  the  State  of  Michigan, 
annual  program  saving  as  hi^  as  $13.3  millicn  were  achieved  in 
1986. 

Under  a  national  fee  schedule,  Congr^s  must  decide  whether 
ccttparability  will  ocrttinue  to  be  an  afplicable  payment  screen. 
Under  current  law,  ocnpcsrability  ^plies  when  payment  is  cxi  a 
charge  basis.    Therefore,  the  current  statute  may  permit  us  to 
apply  a  ccrparability  limit  vdien  fee  schedule  payments  are  based 
on  charge-based  relative  values.     (Currently,  the  ccnparability 
scr^n  is  not  applied  v^ien  payment  is  made  under  the  laboratory 
and  radiology  fee  schedules.  HCFA,  however,  is  considering  a 
change  in  this  policy.)    The  statute  imist  be  amended,  however,  if 
ccnparability  is  to  apply  to  payments  based  c«i  a  rescurce-based 
RVS. 


-^A  fifth  cption  is  the  cne  rejected  by  the  Harvard  researchers  and  that 
is  to  extrapolate  a  value  based  on  charge  data,  regardless  of  the  paucity 
of  that  data.    This  is  not  an  option  to  pursue,  given  the  lack  of 
confidence  one  would  have  in  the  results. 
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9.    Inherent  Rectsonableness 


VJhen  ^fedicare  payment  serins  based  on  charge  data  are  found  to  be 
grossly  excessive  or  deficient,  the  Secretciiy  is  authorized  to 
establish  special  reasonable  charge  limits  for  physicians'  services. 
This  authority  exists  so  that  the  Secretary  is  able  to  ensure  that  the 
screens  applied  are  inherently  reasonable.     (Section  1842(b) (8)  of  the 
Act.) 

The  inherent  reasonableness  policy  exists  to  "corr»:±"  instances  v^ere 
the  reascmble  charge  system  results  in  aberrant  payment  screens.  That 
policy  does  not  apply  vdien  other  than  reasonable  charge  payment  is 
being"  nede.    Therefore,  inherent  recisonableness  does  not  apply  when 
payment  is  made  under  the  laboratory  or  radiology  fee  schedules. 
Unless  ttiere  is  legislation  to  the  contrary,  inherent  reasonableness 
would  similarly  not  apply  under  any  natioiial  fee  sciiedule.    Vfe  believe, 
however,  that  it  would  be  apprcpriate  to  maintain  the  ability  to  invoke 
inherent  reasonableness  under  fee  scliedule  payments,  at  least  as  a 
means  of  making  "corrections"  between  RVS  revisions. 

10.  Reduced  Services/Unusual  Circungtances 

Ifrider  cxurrent  reasonable  charge  policy,  carriers  may  pay  amounts  hi<^er 
than  those  normally  paid  for  a  service.    This  can  be  dca-ie  where  there 
are  unusual  circumstances  or  medical  oarplicatiOTis  requiring  additional 
time,    CPT  modifier  22  represents  these  circurtetances .    It  was  billed 
690,000  times  in  1987,  for  $104  million  in  allof^Tod  charges.  Similarly, 
under  reasonable  charge  policy,  carriers  may  pay  less  v^en  a  service 
with  modifier  52,  vdiich  represents  reduced  services,  is  billed.  In 
1987,  that  modifier  was  billed  3  million  times  for  $108  million  in 
clLIcv^  charges.    CcsTsistent  with  the  position  we  took  on  the  radiology 
f^  schedule.    We  recaimend  that  these  modifiers  not  be  recognized 
under  a  naticsial  fee  schedule. 

These  modifiers,  cind  the  concepts  v^ch  they  represent,  are  generally 
so  broad  that  standard  payment  screens  are  not  applied  to  them.    A  wide 
variety  of  circumstances  can  fit  into  the  concept  of  a  reduced  or 
unusual  versicai  of  a  particular  service  and,  under  reasonable  charge, 
they  are  usually  paid  for  on  a  "by  r^x5rt"  basis.    Under  a  fee 
schedule,  we  propose  that  payment  for  services  with  reduced  services  or 
unusual  circximstances  modifiers  be  the  same  as  for  the  unmodified 
code.    In  large  part,  it  defeats  the  purpose  of  establishing  a  national 
RVS  \i^Ten  onie  allows  exo^3tions  for  unusual  or  reduced  services. 

CPr-4  includes  a  "Special  Services  and  Reports"  section  that  includes 
codes  for  "after  hours"  services  (e.g.,  codes  99050  and  99052),  extra 
supplies  and  matericils  (e.g.,  codes  99070  and  99071),  unusual  travel 
(e.g.,  99082)  and  prolonged  physician  attendance  (codes  99150  and 
99151)  .    Essentially,  these  codes,  and  others  in  tl^iat  section,  serve 
much  the  same  purpose  as  the  unusual  circumstances  modifier. 
Therefore,  treatment  of  the  codes  and  the  modifier  under  the  fee 
schedule  should  be  consistent. 
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11.  MLiltiple  and  Bilateral  Surgery 


When  bilateral  procedures  are  performed  at  the  same  operative  session, 
many  carriers'  reasonable  charge  practice  has  been  to  establish  the 
bilateral  prevailing  rate  at  150  percent  of  the  unilateral  prevailing 
rate  (modifier-'  50) .    Similarly,  when  multiple  (nonincidental)  surgical 
procedures  a:    performed  in  the  same  operative  session,  most  carriers 
^ply  a  so-called  "fee  and  one-half  rule."    Ihey  ^ply  the  regvilar 
allowance  amount  for  the  most  expensive  procedure;  but  the  allowance (s) 
for  the  reanaining  procedure (s)  is  capped  at  50  percent  of  the 
procedure's  customary  or  prevailing  charge  (the  modifier  here  is  51)  . 
Vfe  believe  that  these  are  reasonable  policies  that  reflect  apprcpriate 
payment  relationships  between  the  multiple  and  bilateral  services  at 
issue.    Therefore,       recortiTend  that  these  policies  be  carried  over  to 
a  naticTial  fee  schedule  and  that  they  be  made  uniform  and 
mandatory.'*    An  alternative,  v*iich  we  believe  to  be  an  onerooB  one, 
would  be  to  establi^  ^)ecific  relative  values  for  the  imltiple  and 
bilateral  version  of  each  surgery,  as  apprcpriate. 

12.  Provider  Rendering  Less  Than  Full  Gl(A)al  Package 

Under  reasonable  charge  policy,  carriers  are  to  insure  tha.t,  when  they 
pay  more  than  one  practitioner  for  care  rendered  to  a  beneficiary,  the 
total  allowance  for  all  practitioners  is  not  to  exceed  the  glctoal 
2LLlowance  that  would  have  been  paid  to  a  single  practiticr>er .    This  has 
been  an  issue  for  glciDal  surgical  packages  rendered  by  both 
ophthalmologists  and  optoiietrists .    It  also  frequently  arises  when 
Ccirdiologists  pei-f  orm  sane  post-<perative  care  when  surgery  was 
performed  by  a  thoracic  surgecai. 

If  uniform  global  pack^es  are  adcpted,  we  recotitend  the  relative  value 
of  a  global  package  clLso  be  allocated  to  the  variajs  carponents  of  the 
package.  Prior  to  fee  schedule  inplCT^taticxi,  this  would  be  essential 
if  Medicare  is  to  avoid  duplicate  payment.    Essentially,  this  would 
mean  that,  in  any  case  where  modifiers  indicate  that  surgery-only  (54) , 
or  CTily  pre-  (56)  or  post-cperative  care  (55)  was  rendered,  no  gl<±)al 
payment  would  be  m^3e.    Payment  based  on  crily  the  relative  valines  of 
the  ccrponents  of  the  global  would  be  made.    Also,  it  is  possible  that 
modifiers  in  addition  to  54  ,  55,  and  56  would  have  to  be  established  if 
otlier  ccnponents  of  glcbal  packages  were  being  provided.  An 
alternative  would  be  to  permit  only        practiticsier  to  bill, 
regardless  of  how  many  participated  in  performing  the  various  pieces  of 
the  services. 


Unlike  the  circumstances  associatai  with  reduced  or  catplicated  cases, 
the  services  at  issue  here  are  very  ^^ecific.    Therefore,  standard  screens 
can  reasonable  be  ^plied  to  them.    The  fee  schedule  amount  for  a 
bilateral  procedure  would  be  150  percent  of  the  fee  schedule  amount  for 
the  unilat>:'ral  version.    Similarly,  for  multiple  procedures,  the  procedure 
with  the  hi<^iest  relative  value  will  be  paid  for  on  the  basis  of  that 
value,  while  the  other  procedure (s)  will  be  paid  for  based  on  50  percent 
of  its  regular  relative  value  amount. 
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13.  Assistants-at-Surqerv,  Fhysician  Assistants  and  Otl^j:  Practitioners 

Under  reasonable  charge  policy,  when  payment  is  made  for  services  of  an 
assistant-at-surgery,  the  reasonable  dnarge  of  the  assistant-at-surgery 
may  not  exceed  20  percent  of  the  prevailing  charge  for  the  surgical 
procedure.    We  reccsnnend  that  this  policy  be  cc*itinued;  i.e.,  that 
paynent  be  20  percent  of  the  fee  sch©3y2e  amount. 

Under  reascsiable  chairges,  the  services  of  physician  assistants  are 
reimbursed  at  a  peirticaalcir  percentage  of  the  prevailing  charge  of  a 
participating  physician  in  the  saire  locality.    HCPCS  modifiers  are  used 
to  identify  the  services  of  physician  assistants.    Vfe  recamnend  that 
paymesit  for  ^lysician  assistant  services  be  based  an  fee  schedule 
amounts  and  that  HCT^  be  given  the  authority  to  determine  the 
applicable  percentage  to  be  paid  based  cm  cairrent  statutory  rules  and 
other  pertinent  data. 

We  would  further  reccKinend  that  the  national  fee  schedule  include  the 
services  of  otlier  practiticsTers,  including  certified  registered  nurse 
anesthetists,  cptometrists,  chirc^ractors,  psychologists,  physical  and 
ocojpaticavil  therapists  and  podiatrists.    We  recciimend  rates  that  are 
budget  nejtral  with  cajrrent  expenditure  levels.    This  could  be 
acccsrplishc    in  stages  if  any  critical  data  are  not  available  v*ien  the 
legislation  establ idling  the  national  fee  schedule  is  enacted.  We 
stress,  however,  that  we  would  not  reccratkend  the  e>q)ansion  of  current 
direct:  billing  ri^ts  for  these  practitioners. 

14.  Other  Modifiers  Ihat  Micdit  Affect  Payment 

We  believe  that  our  previoi:^  discussion  has  addressed  west  situations 
where  modifiers  tl'iat  affect  payment  will  be  used.    There  are  other 
HCPCS  modifiers,  however,  for  v^ch  seme  carriers  may  currently  be 
applying  ^)ecial  payment  rules.    Such  other  modifiers  include: 

o    20  Microsurgery 

o    47  —  Anesthesia  by  Surgecxi 

o    62  -— ■  Two  Surgec»^ 

o    66  —  Surgiccil  Team 

o    75  —  Conojrrent  Care 

o    76  —  Pqpeat  Prooaaure  by  Same  Physician 

o    77  —  Repeat  Procedure  by  ^-KDther  Physician 

It  may  be  appropriate,  therefore,  to  resolve  the  treatment  of  these 
modifiers  under  a  naticrial  fee  schedule.    Resolution  could,  of  course, 
be  that  these  modifiers  would  have  no  payment  ccaTsequenoe.    For  payment 
purpcses,  they  could  be  treated  as  thco^  the  code  were  unmodified. 

15.  Nonphysician  Services  Billed  Under  "Physician"  Codes 

Same  services  or  codes  billed  by  physicians,  sixh  as  diagnostic  test, 
radiology  or  physiccil  therapy  codes,  can  be  performed  and  billed  by 
ncrphysicians  as  well.  Will  the  national  fee  schedule  apply  only  to 
physicians'  services;  or  will  it  also  apply  to  glctseil  services  (i.e., 
physicians'  services  and  diagnostic  services  billed  together) ,  or  will 
it  cilso  apply  to  physical  therapy  or  technical  ccsrponents  of  diagnostic 
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services  not  billed  by  physicians?    We  reccsnmend  that  the  fee  sch€2dule 
(and  any  eissociated  limiting  charges  for  norparticipants)  apply  to  the 
CPT  services  for  v*iich  relative  values  have  been  established,  even  if 
not  rendered  by  a  physician.     (Note  that  relative  vcilues  would 
presumably  not  be  established  for  clinicail  laboratory  services,  v^ich 
ctre  in  tlie  80,000  sectim  of  CPT.    Those  services  are  paid  for  under 
the  laboratory  fee  schedule,  regcirdless  of        bills  for  them.) 
Therefore,  any  entity  billing  under  a  nonclinical  laboratory  CPT  code 
vrould  be  paid  under  the  "physicians"  fee  schedule.    This  would  avoid  a 
dual  and  possibly  inequitable  payment  system  for  the  same  services. 
Also,  it  wcxild  avoid  the  establishment  of  new  billing  arrang^tients 
wherT^^y  physicians  might  seek  to  have  roiphysician  er±ities  billing  for 
technical  services  under  reascrable  charge. 

Another  issue  is  ncai-CFT  services  billed  by  physicians.    Would  they  be 
subject  to  the  fee  schedule? 

16.  Other  Minor  Payment  Issues 

There  are  a  variety  of  miscellaneous  payment  issues  which  must  be 
considered  in  the  development  of  a  natic«Tal  fee  schedule.  These 
include  the  following: 

o     Injecticai  fee. — We  currently  allcw  physicians  a  noniral  fee  to 
provide  a  routine  injecticai.    Will  ti-ds  fee  be  integrated  into  a 
naticxial  fee  sctiedule? 

o     Collecticyt  fee.— We  currently  allcw  physicians  a  $3  ^jecimen 
collectic«i  fee  to  collect  a  blood  sairple  by  venipuncture  for  a 
laboratory  test. 

o     Transportaticyi  fee.— -Scsne  carriers  cillow  adiiticml  amounts  for 
extraordinary  travel  associated  with  a  house  call. 

Cmgress  will  need  to  decide  or  delegate  to  HCTA  hew  these  fees  are  to 
be  reii±)ursed  in  the  future. 

17.  Limits  on  ActucJ.  Charcfes  and  Participating  versus  Nonparticipatincf 
Differenticds 

A  major  issue  to  be  addressed  is  v*iether,  under  a  fee  schedule,  limits 
cn  the  actual  charges  of  ncnparticipating  physicians  should  be 
established.    There  would  appear  to  be  no  policy  reason  to  make  a 
distinction  between  having  such  beneficiary  protectic»^  under 
reasonable  chcirge  and  not  under  a  fee  schedule.      There  presently  are 
two  types  of  charge  limits  used  in  Medicare— -the  maximum  allcwable 
ac±ual  charge  (MAAC)  and  the  limiting  charge.    The  MAAC  is  based  on  a 
physician's  actual  charge  level  in  a  base  period  and  is  unique  for  each 


^MAACs,  under  reasc»Table  charge,  are  scheduled  to  e>q5ire  on  Decen±)er  31, 
1990. 
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physician.    Another  type  of  limiting  charge  is  125  percent  of  the 
prevailing  charge.    That  limiting  charge  was  establi^^  in  the 
legislaticn  reducing  payment  for  c?verpriced  procedures  (section  4045  of 
OEKA  1987) .    The  limiting  charge  is  mich  sinpler  to  explain  and  easier 
to  administer  and  if  CcaTgress  chooses  to  retain  a  form  of  beneficiary 
protecticn  eigainst  balance  billing,  we  reccxnnend  that  it  be  based  on 
the  cc«ic^3t  of  a  limiting  charge  rather  than  the  MAAC.    A  policy  issue 
that  most  be  addressed,  if  a  charge  limit  is  retained,  is  whether  all 
services  (jiiysician  and  nc«physician)  rendered  by  or  billed  by 
ncHiparticipating  physicians  are  to  be  subject  to  the  limit.  Currently, 
MAACs  apply  to  only  physiciare'  services  and  seme  have  been  ccaicemed 
that  certain  physicians  viho  bill  for  glciDal  services  may  be 
cirojiTfventing  tl^  MAAC  limit  cm  the  professic»ial  corponent  ty  shifting 
charge  increases  to  the  technical  side.    Of  course,  it  may  not  be 
equitable  to  make  ncai^ysician  services  performed  by  physicians  subject 
to  the  charge  limit  if  nca^ysicians  billing  for  those  same 
nonphysician  services  are  not  subject  to  such  a  limit. 

Ccngress  will  also  need  to  d©3ide  whether  it  wants  to  establish  a 
participating  versus  ncrparticipating  fee  schedule  payment 
differenticil.    iTDplonenting  such  a  differentieil  under  a  fee  schedule 
wcsjld  not  raise  any  new  administrative  issu^.  We  reccxririend  that  such 
differentials  be  ocritinued. 

C.    Issues  Arising  Post-Iitplementation— i.e. ,  Revisicrts  and  l^x3ates 

1.    New  and  Chanc?ed  Codes 

There  is  ccsTtinual  chaiige  in  the  way  that  medicine  is  practiced.  New 
technologies  are  developed  and  there  are  almost  always  new  ways  to 
render  old  services.    Therefore,  there  can  be  entirely  new  codes, 
deleted  codes,  merged  codes,  split  codes,  and  modified  codes.    Prior  to 
inplonenting  a  fee  schedule  ccMitaining  a  certain  list  of  codes,  we  must 
decide  how  to  pay  vshen  that  list  changes. 

For  truJ.y  new  services,  i.e.,  new  technologies,  we  could 
determine  that  there  will  be  no  Medicare  coverage  until  a 
national  value  has  been  established.    Alternatively,  we  could 
provide  for  locally-established  relative  values  until  natioriaJL 
caies  are  in  place.    In  any  event,  sane  meihanism  will  need  to 
I      exist  for  establishing  national  Vcilues  at  scsne  time.    VJhat  that 
mechanism  is  will  d^^end  cm  the  judgments  and  data  that  went  into 
the  initial  valuatic«i  process.    If  charge  data  were  used, 
presumably  it  will  be  used  ^ain.    If  resource  costs  such  as  work 
and  practice  cc^ts  were  used,  physician  panels  (for  work 
determination^;)  and  certain  other  data  may  be  needed. 

We  will  need  to  determine  hcM  often  the  relative  values  are  to  be 
revised  to  reflect  new  services,  new  practice  costs  and  patterns, 
etc.    If  coverage  is  delayed  until  valuation  occurs,  there  would 
be  substantial  pressure  to  revise  at  least  ev€iry  year.    If  local 
relative  values  are  used  until  national  ones  are  established,  the 
revision  may  occur  less  frequently.    We  reccrmend  use  of  local 
relative  values. 
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H^e  CFT  is  revised  every  year.    We  will  have  to  make  jixjlgnerits 
about  how  to  treat  those  annual  changes  such  as  code  flitting, 
merging,  and  deleticn.    Vfe  recoranend  following  our  radiology  fee 
scJieaule  precedent  and  having  carriers  do  t^le  following: 

o     VSwi  there  is  code  flitting  and  each  resLiltant  service  is 
equivalent  to  the  original  code,  the  resultant  codes  could  be 
given  the  relative  value  of  the  original  code. 

o     Vfien  there  is  code  flitting  and  the  resultant  codes  cire 

cxxDpca->ents  of  tlie  original  code,  carriers  could  apportiai  the 
relative  value  over  the  resultant  codes  (probably  based  cn 
naticx^  guidance) . 

o     VJhen  there  is  a  code  merger  and  the  previous  codes  were 

ei^iivalent  services,  unless  otherwise  indicated,  the  average 
relative  value  from  amcrxj  the  previous  codes  could  apply  to 
the  resulting  code. 

o     When  there  is  a  code  merger  and  the  previous  codes  were 

ccsoponents  of  the  new  code,  the  sum  of  the  relative  values  of 
the  previous  codes  could  equal  the  relative  value  of  the 
code. 

o     When  there  is  a  revision  or  editing  of  an  existing  code, 
there  could  be  no  change  to  the  relative  value  unless  HCFA 
provided  notification  of  such  a  change.    (As  is  possibly  the 
case  for  valuing  new  procedures,  an  expert  panel  of 
phi^icians  could  need  to  be  available  to  provide  guidance  on 
these  circumstances.    Also,  the  I>P9C,  at  the  time  that  the 
AMA  editorial  panel  ma3ces  a  CPT  change,  could  make  a 
recooTiendatic*!  with  regard  to  any  associated  relative  value 
changes  v^ch  should  also  be  made.) 

2.    When  and  How  to  l^adate  Relative  Values  and  CcHTversion  Factors 

The  above  discajssion  cK3dresses  relative  value  revisiore 
cissociated  with  new  technologies  and  coding  changes.  As 
indicate!  above,  if  local  re].ative  values  are  used  for  new 
service,  such  changes  need  not  be  annual  ones..  National 
revisicTES  would  v:pdate  to  reflect  new  services,  changes  in 
practice  costs  and  changes  in  work  relatic«iships .    We  reccmtend 
relative  value  revisicais  every  5  years  for  major  updates  and 
re-surveying  for  work  Vcdues,  but  3 -year  intervals  to  establish 
naticxTcil  values  for  new  technologies  then  subject  to  loccil 
values. 

In  its  1988  report,  the  PFRC  identified  several  options  for 
conversic«i  factor  L^xiates: 

o     a  formila  approach  linking  the  conversiOTi  factor  to  an  index 
such  as  the  Medicare  eccxionic  index; 

o     using  the  existing  regulatory  rulenaking  process  of  the 
D^^artment; 
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o     recorrffrerdations  to  the  Secretciry  of  the  Department  or  to 
Ccngress  by  an  ind^)endent  board  or  cantiissicxi;  and 

o     negotiation  between  physicians  and  a  r^resentative  of  the 
Federal  Government. 

We  reocsmend  an  index  approach  and  annual  updates.^ 


In  its  1989  annual  report,  the  "PPPC  recomrends  the  adoption  of  national 
expenditure  targets  for  Medicare  physician  payment.    Under  such  targets, 
the  conversion  factor  update  would  be  determined  by  the  extent  to  whicii 
the  previous  year's  e>penditure  target  was  met. 
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Appendix  A 


Comparative  Frectuency  of  Code  Utilization  in  1986 
Within  Specific  Categories  of  Services 

Range  of  Percentages  of  Total  Services  Within  Service  Category 

Code  and  Irwest  Hit^iest 

Service  Category  National        Among  Carriers     Among  Carriers 

Office  Medical  Services 

New  Patient 

90017  (exterded)  8.45%  1.18%  16.52% 

90020  (ccriprdTensive)  35.28%  3.67%  53.69% 

Established  Patient 
90070  (exterried)  7.55%  1.72%  23.09% 

90080  (cccpr^iensive)  3.66%  0.52%  8.59% 

Hospitcil  Medical  Services 

New  and  Established  Patient 
90270  (exterKfed)  9.25%  1.43%  22.37% 

90280  (ccftiprehensive)  3.60%  0.03%  31.80% 

Consultations 

Initial  Ccxisultaticsi 
90620  (ccar^pr^iensive)  55.59%  23.09%  82.26% 

90630  (ccKplex)  13.10%  0.17%  37.11% 


Source:    HCFA  Analysis. 
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Bills  to  Carriers  for 
Established  Patient  Office  Visits  (1986) 

Figure  A 


Ptrc«nt  of  Tot»i  (Fr»Qu«ncy) 


BBS 


90C30 


90C50  90060 

HCPCS  Coae 


80070  90060 


lOw  Carrier 


Mign  CArner  Averege 


Bills  to  Carriers  for 
Subsequent  Hospital  Care  (19^ 


■erceni  of  Totll  (Frtouency) 
94% 


Figure  B 


90250  90260  90270 

HCPCS  Code 


Lo^  C&rrier      I     'Nigh  Ctrrier 


Source:     1988  HHS/OI^  Renort 
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Potential  Code  Groups  for  Payment  Purposes 

The  following  criteria  were  taken  into  account  (aJon^  with  some  judi^ment  calls)  in 
establishing  and  categorizing  the  potential  ccxie  groups  listed  below: 

Categ'ory  1;   The  differences  between  related  services  are  clear,  but  the  Medicare 
earners'  (national  average)  allowances  for  them  are  similar;  or 

The  differences  between  related  services  are  not  clear  (i.e.,  subject 
to  different  interpretations  by  different  persons);  or 

Words  such  as  "simple"  or  "complex"  are  used  in  the  terminology  to 
describe  the  difference(s)  between  related  co^^s^  and  the  earners' 
(national  average)  allowances  for  the  codes  are  similar.  (The  list 
below  does  not  include  any  "Category  3"  items,) 

Category  4;    Category  4  was  used  for  codes  that  we  are  stlH  anaiyzinf  to 

determine  whether  they  should  be  grouped  for  payment  purposes 
(because  the  earners'  national  average  allowmices  for  them  are  too 
dissimilar).  At  a  minimum,  the  codes  need  to  have  more  specific  and 
detailed  narrative  descriptions  than  vague  terms  such  as  "simple"  and 
"complex." 


Office  Medical  Services 
New  Patient 

90000  and  90010  (Categorv  2) 
90015  and  90017  (Category  2) 

Established  Patient 

90040.  90050,  and  90060  (Category  2) 
90070  and  90080  (Category  2) 

Home-  Medical  Services 
New  Patient 

90100,  90110  aj;    90115  (Category  2) 

Established  Patient 

90130  and  90140  (Category  2) 
90150  and  90160  (Category  2) 

New  a  no  Establishes  Patient 
Initial  Hospital  Care 


90200  and  90215  (Category  2) 

Subseqiient  Hosptital  Care 

90240  and  902S0  (Category  2) 
90260  and  90270  (Category  2) 

S1<11]^.  JjMf^ngtJMe^^^  C  are 

and  Long  Term  Care  FaeUjties 

Ne w  or  Est ajl i s heKi_ t ien t 
Initial  Cars 

90300  and  90315  (Category  2) 

Subsequent  Care 

90340,  90350  and  90360  (Category  2) 


Nursing  Home.  Boarding  Home.  DoTiioiliary; 
or  C'JstooiaJ  Care  Meoicai  Services 

New  Patient 

90400  and  90410  (Category  2) 

Established  Patient 

90440  and  90450  (Category  2) 
90460  ana  90470  (Category  2) 

Emergency  Depart'-'ient  Services 
New  Patient 

90500.  90505  and  90510  (Category  2) 

Estaolishea  P^tienr 

90530,  90540,  90550.  90560  (Category  2) 

Consultations 

Imtiai  Consultation 

90600,  90605,  90610,  90520  and  90630  (Category  2) 

PoUow--imi_ConsuItation 

90640,  90641,  90642  and  90643  (Category  2) 

Confirmatory  Consjiirtatjon 

90650  and  90651  (Category  2) 
90652  ana  90653  (Category  2) 

Psychiatry 

Psycniatric  Therapeutic  Procedures 
Me<iicai  Psycnojh^erapy 

90841  and  90843  (Category  2) 

G  as  tr  oenterologv 

91032  and  91033  (Category  2) 


OohthalmQlogy 
General  Qph 
New  Patient 


General  Oohthalmolo^cal  Services 

T  .1-1. 


92002  and  92004  (Catefory  2) 

Established  Patient 
92012  and  92014  (Category  2) 

Special  Ophthalmologicai  Servioes 
92018  and  92019  (Category  2) 
Ophthalrnosgopy 
92225  and  9222S  (Category  1) 
Cardiovascular 

93510,  93511,  93514  (Category  1) 
93731,  93732  and  93733  (Categofv  1) 
93734,  93735  and  93736  (Category  1) 

Neurology  and  Neuromuscular  Procedures 

95819  and  95821  (Category  1) 
95857  and  95858  (Category  1) 
95880  and  95882  (Category  1) 
95900  and  95904  (Category  1) 
95950,  95951  (Category  1) 


Si^ery 

Integumentary  System 

10060  and  10061  (Category  4) 
10080  and  10081  (Category  4) 
10120  and  10121  (Category  4) 
10140  and  10141  (Category  4) 
11000  and  11001  (Category  1) 
11730  throufh  11732  (Category  1) 
11760  and  11762  (Category  4) 
11770  throufri  11772  (Category  4) 


15500  througn  15515  (Category  1) 
15540  through  15580  (Categof7  1) 
15700  and  15710  (Category  1) 
15740,  15750  and  15770  (Category  1) 

Musculoskeletal  System 

206S1  througti  20653  (Category  1) 
21040  and  21041  (Category  4) 
27060  and  27062  (Category  1) 
27070  and  27Q71  (Categorv  1) 
27130,  27132  and  27134  (Category  1) 
28192  and  28193  (Category  2) 

Respiratory  System 


31000  and  31002  (Category  1) 

31030  ana  31032  (Categor.'  1) 

31031  and  31033  (Categorv  1) 

31081.  21084.  31085  and  31087  (Category  1) 

31360  and  31367  (Category  1) 

31365  and  31368  (Category  1) 

31570  and  31571  (Category  1) 

32035  and  32036  (Category  1) 

32700  and  32705  (Category  1) 

Card! 0 vascular  System 

33200  and  33201  (Categorv  1) 
33206  and  33207  (Categorv  1) 
33511  and  33512  (Categorv  1) 
33513,  33514  and  33516  (Categorv  1) 
34001,  34051,  34101  (Categorv  1)' 
35141  and  35151  (Category  1) 
35221  and  35226  (Category  1) 
35236  and  35256  (Category  1) 
35301  and  35351  (Categorv  1) 
35321,  35371  and  35381  (Category  1) 
35331  and  35341  (Category  1) 


35506,  35556,  35558  and  35566  (Category  1) 
35509,  35521,  35551,  35565  and  35571  (Category  1) 
35518,  35531,  35549  (Category  1) 
35501.  35541,  35546  (Category  1) 

35582  and  35585  (Category  1)' 

35583  and  35587  (Categorv  1) 

35601,  35606.  35631  and  35655  (Category  1) 

35616,  35661  (Category  1) 

35621,  35665,  35665  (Categorv  1) 

35641,  35646,  35651  and  35671  (Category  1) 

35701,  35721,  35741  and  35761  (Category  1) 

35800  and  35840  (Category  1) 

36420  and  36425  (Category  1) 

36488  and  36490  (Category  1) 

36825  and  36830  (Category  1) 

Hemic  an4„LyiTiphat1c  Systems 

38520,  38525  and  38530  (Category  1) 

Di^estl  vg„System 

40804  and  40805  (Category  4) 

40810  and  40812  (Category  2,  Category  4) 

40814  and  40816  (Categorv  2,  Category  4) 

41826  and  41827  (Category  4) 

42300  and  42305  (Category  4) 

43450  and  43451  (Category  1) 

43500  and  43510  (Category  1) 

43630  and  43635  (Category  1) 

44140  and  44141  (Category  1) 

44143  and  44144  (Category  1) 

44388  and  44389  (Category  1) 

45302  and  45303  (Category  1) 

45307  and  45310  (Category  1) 

45379  and  45380  (Category  1) 

45382  and  45383  (Categorv  1) 

46257  and  46258  (Category  1) 

46255,  46257,  46258  and  46260,  46261,  46262  (Category  4) 

46280  (Category  4) 

47350  and  47360  (Category  4) 

47554  and  47555  (Category  1) 

47721  and  47740  (Category  1) 

49520  and  49525  (Category  1) 

49530  and  49535  (Category  1) 

49570  and  49575  (Category  4) 


50234  and  50236  (Category  1) 
50610,  50620  and  50630  (Category  1) 
50951  and  50953  (Category  1) 
51550  and  51555  (Category  1) 
51705  and  51710  (Category  4) 
51725  and  51726  (Category  4) 
51736  and  51741  (Category  4) 
51860  and  51865  (Category  4) 
52270  and  52275  (Category  1) 
52310  and  52315  (Category  4) 
52317  and  52318  (Category  4) 

52320  and  52325  (Category  1) 

53660  and  53661  (Category  1) 

53670  and  53675  (Category  4) 

54000  ana  54001  (Categor.'  1) 

55840.  55842  ana  55345  (Category  1) 

55500  and  55515  (Category  4) 

57061  and  57065  (Category  4) 

57555  and  57556  (Category  1) 

58260  and  58265  (Category  1) 

58257  and  58270  (Category  1) 

58275  and  58280  (Category  1) 

Endocrine  System 

60500  and  60505  (Category  1) 

>rervous  System 

61304  and  61305  (Categorv  1) 

61510,  51512,  61514  and  61516  (Category  1) 

51518,  51519  and  61520  (Category  1) 

61700  and  61702  (Category  1) 

61790  and  61791  (Category  1) 

62220  and  62223  (Category  1) 

62288  and  62289  (Category  1) 

63001,  53005  and  63010  (Category  1) 

63015  and  63016  (Category  1) 

63020  and  63030  (Category  1) 

63040  and  63042  (Category  1) 

64702  and  84704  (Category  1) 

64719  and  64721  (Category  1) 


Eye  sund^^ular  Adnexa 


55101  and  65103  (Category  1) 
65210  and  65220  (Category  1) 
65710,  65720  and  657-25  (Category  1) 
65730,  65740  and  65750  (Category  1) 
65865  and  65875  (Category  1) 
66150,  66155  and  66160  (Category  1) 
66600  and  66635  (Category  1) 
66625  and  66630  (Category  1) 
65700  and  66701  (Category  1) 
66720  and  66721  (Category  1) 
66800  and  66801  (Category  1) 
66920  and  66930  (Category  1) 
67005  and  67010  (Category  1) 
57141  and  67145  (Category  1) 
57208  and  67218  (Category  1) 
57311,  57312  ana  67313  (Category  1) 
67400  and  67412  (Category  1) 
67500  and  67505  (Category  1) 
57801  and  67805  (Category  1) 
67901  and  67902  (Category  1) 
67903  and  67904  (Category  1) 

Auditory  System 


69000  and  69005  (Category  4) 

69220  and  69221  (Category  1) 

69505  and  69511  (Category  1) 

69632  and  69633  (Category  1) 

69635  and  69636  (Category  1) 

69641,  69642,  69643  and  69645  (Category  1) 

69660  and  59661  (Category  1) 
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